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recommendations  are  for  the  department  to: 

►•    Seek  reclassification  of  facilities  and  document 
General  Fund  match  to  recover  federal  Medicaid 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
report  and  the  department's  reply. 
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Recommendation  #1 
The  department: 

A.  Document  its  General  Fund  expenditures 
as  additional  state  matching  funds  to 
maximize  Medicaid  reimbursements. 

Department's  Response:   Concur.   See  page  46. 

B.  Seek  reclassification  of  the  level  of 

care  at  institutions  to  maximize  Medicaid 
reimbursements. 

Department's  Response:   Concur.   See  page  46. 

C.  Work  with  SRS  personnel  to  recover 
per  diem  costs  from  Medicaid  for  past 
services  to  the  extent  possible. 

Department's  Response:   Concur.  See  page  46. 


Recommendation  #2 

The  department  implement  procedures  to  ensure 

all  billable  services  provided  to  residents 

are  entered  into  the  billing  system.  1 1 

Department's  Response:   Concur.  See  page  46. 


Recommendation  #3 

The  department  continue  the  use  of  recently 

implemented  procedures  to  obtain  timely 

reimbursement  from  all  payment  sources.  1 1 

Department's  Response:   Concur.  See  page  47. 


Recommendation  #4 

The  department  analyze  the  economic  feasibility 

of  establishing  a  system  that  calculates  ancillary 

service  fees  based  on  the  budgeted  cost  of  services.  12 

Department's  Response:   Concur.   See  page  47. 


SUMMARY  OF  AUDIT  RECOMMENDATIONS 

(continued) 


Recommendation  #5 
The  department: 


Department's  Response:   Concur.   See  page  48. 

Recommendation  #10 

The  department  develop  internal  control  procedures 
to  provide  adequate  segregation  of  duties  related  to 
inventory  and  fixed  assets. 

Department's  Response:   Concur.   See  page  49. 
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A.  Implement  procedures  to  verify  drug  charges 

billed  by  the  contract  pharmacy.  13 

Department's  Response:  Concur.   See  page  47. 

B.  Ensure  physical  security  of  drugs  is  maintained.  13 
Department's  Response:   Concur.   See  page  47. 

Recommendation  #6 

The  department  establish  more  effective  internal 

procedures  to  ensure  compliance  with  sick  leave 

laws  and  policies.  15 

Department's  Response:   Concur.   See  page  48. 

Recommendation  #7 

The  department  require  the  prison  to  improve 

procedures  to  ensure  compliance  with  department 

policy  regarding  time  sheet  authorization.  16 

Department's  Response:   Concur.   See  page  48. 

Recommendation  #8 

The  department  establish  review  procedures 

to  ensure  excess  leave  credits  are  properly 

removed  from  employee  payroll  records.  17 

Department's  Response:   Concur.   See  page  48. 

Recommendation  #9 

The  department  develop  internal  control  procedures 
to  ensure  that  inventory  information  is  accurate, 
reliable,  and  properly  supported. 


18 


19 


VI 


SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 


Recommendation  #11 
The  department: 


PAGE 


A.  Provide  personnel  additional  training  in 
state  property  accounting  policies  and 

implementation  of  these  policies.  20 

Department's  Response:   Concur.   See  page  49. 

B.  Implement  procedures  to  facilitate  timely 

recording  of  equipment  on  the  property  records.  20 

Department's  Response:   Concur.   See  page  49. 

C.  Ensure  equipment  is  tagged  as  required  by 

state  policy.  20 

Department's  Response:   Concur.   See  page  49. 


Recommendation  #12 

The  department  implement  policies  and  procedures 

to  strengthen  access  controls  over  and  control 

use  of  its  computer  system.  21 

Department's  Response:   Concur.   See  page  50. 


Recommendation  #13 

The  department  establish  more  effective  procedures 

to  safeguard  cash  and  to  ensure  compliance  with 

state  laws  and  policies  regarding  collections,  deposits, 

and  nontreasury  cash  accounts.  23 

Department's  Response:   Concur.  See  page  50. 


Recommendation  #14 

The  department  adequately  segregate  duties  of 

personnel  responsible  for  resident  accounts.  24 

Department's  Response:   Concur.   See  page  50. 


Recommendation  #15 

The  department  provide  training  to  management 

personnel  to  improve  their  understanding  of 

internal  control  systems  and  knowledge  of  related 

state  laws  and  policies.  25 

Department's  Response:   Concur.   See  page  50. 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 


Recommendation  #16 
The  department: 
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A.  Comply  with  state  law  regarding  medical 
research  investigations  for  the  mentally 

ill;  or  25 

Department's  Response:   Concur.   See  page  51. 

B.  Seek  legislation  to  remove  the  requirement 

from  state  law.  25 

Department's  Response:   Concur.   See  page  51. 

Recommendation  #17 

The  department  draw  VA  funds  more  frequently  to 

alleviate  cash  flow  problems  at  MVH.  26 

Department's  Response:   Concur.   See  page  51. 

Recommendation  #18 

The  department  ensure  non-general  fund  money  is 

spent  before  general  fund  money  to  the  extent 

possible,  as  required  by  state  law.  27 

Department's  Response:   Concur.   See  page  51. 

Recommendation  #19 

We  recommend  department  accounting  personnel  follow 

the  object  of  expenditure  listing  in  the  Montana 

Operations  Manual  to  ensure  expenditure  transactions 

are  properly  coded.  29 

Department's  Response:   Concur.   See  page  51. 

Recommendation  #20 

The  department  develop  more  effective  procedures 

to  ensure: 

A.         Year-end  accruals  are  adequately  reviewed 

for  accuracy;  and  31 

Department's  Response:   Concur.   See  page  52. 
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SUMMARY  OF  AUDIT  RECOMMENDATIONS 
(continued) 
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B.  Revenues  and  expenditures  are  properly 

recognized  and  recorded  in  a  timely  manner 

in  the  appropriate  fiscal  year.  31 

Department's  Response:   Concur.  See  page  52. 

Recommendation  #21 

The  department  reclassify  the  Internal  Service 

Funds  which  sell  goods  to  non-governmental  entities 

as  Enterprise  Funds.  31 

Department's  Response:   Concur.   See  page  52. 


Recommendation  #22 

The  department  provide  training  and  technical 

assistance  to  accounting  personnel  to  ensure 

compliance  with  state  accounting  laws  and  policies.  32 

Department's  Response:   Concur.  See  page  52. 
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INTRODUCTION  AND  SCOPE  OF  AUDIT 

We  performed  a  financial-compliance  audit  of  the  Department  of  Institutions 
for  the  two  fiscal  years  ended  June  30,  1988.  In  previous  audit  cycles,  we  performed 
financial-compliance  audits  at  the  central  office  in  Helena,  the  Board  of  Pardons,  and 
each  of  the  department's  separate  facilities.  The  facilities  included  in  this  department 
audit  are  the  department's  central  office  (ICO),  Montana  Developmental  Center 
(MDC),  Center  for  the  Aged  (CFA),  Eastmont  Human  Services  Center  (EHSC), 
Montana  State  Prison  (MSP),  Swan  River  Forest  Camp  (SRFC),  Montana  Veterans' 
Home  (MVH),  Montana  State  Hospital  (MSH),  Montana  Youth  Treatment  Center 
(MYTC)  which  the  state  sold  in  January  1987  and  the  Board  of  Pardons  which  is 
attached  to  the  department  for  administrative  purposes  only.  In  addition  to 
accounting  for  ICO  operations,  ICO  accounts  for  the  activity  of  the  Women's 
Correctional  Center,  two  pre-release  centers,  and  the  Intensive  Supervision  Program. 
The  department  also  contracts  for  the  services  of  three  privately  operated  pre-release 
centers,  five  regional  mental  health  centers,  and  several  substance  abuse  programs  (13 
during  fiscal  year  1987-88)  located  throughout  the  state. 

Pine  Hills  School  and  Mountain  View  School,  which  were  transferred  to  the 
Department  of  Family  Services  on  July  1,  1987,  will  be  audited  as  part  of  the 
Department  of  Family  Services  and  were  not  included  in  the  scope  of  this  audit.  The 
MDC  and  MSP  were  on  a  different  audit  cycle  than  the  other  facilities  within  the 
department  and  had  been  audited  through  June  30,  1985,  but  not  through  June  30, 
1986.  We  included  fiscal  year  1985-86  financial  activity  for  the  MDC  and  MSP  in 
the  scope  of  this  audit  to  provide  continuous  audit  coverage  for  these  facilities. 

The  objectives  of  the  audit  were  to: 

1.  Review  the  adequacy  of  the  department's  internal  control  systems  and 
make  recommendations  for  the  improvement  of  management  and 
internal  controls  of  the  department; 

2.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations; 

3.  Determine  if  the  department's  financial  schedules  present  fairly,  in 
accordance  with  state  accounting  policy,  the  results  of  operations  for 
the  audit  period;  and 

4.  Determine  implementation  status  of  recommendations  from  prior 
audits  at  the  department  and  its  separate  facilities. 

This  report  contains  22  recommendations  to  the  department.  These 
recommendations  address  areas  where  the  department  can  improve  management, 
internal  controls,  accounting  procedures,  and  compliance  with  laws  and  regulations. 
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Other  concerns  deemed  not  to  have  a  significant  effect  on  the  successful  operations 
of  the  department  programs  are  not  specifically  included  in  the  report,  but  have  been 
discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
cost,  if  significant,  of  implementing  the  recommendations  in  this  report. 

BACKGROUND 

The  Department  of  Institutions  currently  consists  of  the  Director's  Office  and 
three  divisions  in  the  Central  Office  plus  the  various  institutions  located  throughout 
the  state. 

The  Director's  program  staff  provides  management  and  planning  guidance  for 
the  department's  three  divisions:  Corrections,  Management  Services,  and  Treatment 
Services. 

The  Corrections  Division  administers  an  integrated  corrections  program  for 
adults.  Special  emphasis  is  placed  upon  supervision  in  the  community  whenever 
possible  and  individualized  treatment  for  each  offender  requiring  institutionaliza- 
tion. Specific  institutions  and  programs  within  the  Corrections  Division  include  the 
following: 

1.  Montana  State  Prison  at  Deer  Lodge  provides  facilities  for  the 
custody,  treatment,  training  and  rehabilitation  of  adult 
criminal  offenders.  Initially  established  as  a  federal  prison  in 
1873,  the  prison  facilities  were  transferred  to  the  state  when 
Montana  was  granted  statehood  in  1889. 

2.  Swan  River  Forest  Camp  is  a  minimum  security  correction 
facility  for  inmates  transferred  from  the  prison  who  are  25 
years  of  age  or  younger.  The  inmates  work  with  the 
Department  of  State  Lands  and  are  involved  in  several  forestry 
programs. 

3.  The  Women's  Correctional  Center  located  at  Montana  State 
Hospital  on  the  Warm  Springs  campus  provides  facilities  for 
adult  female  offenders.  The  facility  superintendent  reports 
directly  to  the  Corrections  Division  administrator. 

4.  The  department  operates  pre-release  centers  in  Billings  and 
Missoula  which  provide  pre-release  alternatives  to  prison  for 
male  and  female  offenders.  In  addition  to  these  facilities,  the 
department  contracts  with  nonprofit  corporations  for  the 
operation  of  pre-release  centers  in  Billings,  Butte  and  Great 
Falls. 

5.  Field  Services  staff  supervise  and  counsel  adult  felons  leaving 
prison  on  parole  and  adults  sentenced  to  probation. 


6.  The  Intensive  Supervision  Program  supervises  adult  felons  who  would 

otherwise  have  been  sent  to  prison  and  selected  parolees  who  have 
been  passed  to  the  discharge  of  their  sentence. 

The  Management  Services  Division  performs  the  department's  budgeting, 
accounting,  and  management  information  functions.  It  is  composed  of  three  bureaus 
(Fiscal,  Information  Systems,  and  Reimbursement).  Management  Services  personnel 
also  provide  technical  assistance  to  all  institutions  in  budgeting,  accounting,  and 
other  management  areas. 

The  Treatment  Services  Division  administers  and  coordinates  programs  of 
institutional  and  community  care  for  the  mentally  ill,  the  developmentally  disabled, 
and  the  chemically  dependent.  The  division  also  provides  residential  nursing  home 
programs  for  elderly  persons  with  chronic  mental  disorders  and  veterans.  Institutions 
supervised  by  the  division  include  the  following: 

1.  The  Montana  Developmental  Center  at  Boulder  is  an 
intermediate  care  facility  for  the  mentally  retarded  which 
provides  individualized  treatmentfordevelopmentallydisabled 
individuals. 

2.  The  Center  for  the  Aged  at  Lewistown  is  a  long-term  care 
facility  for  older  people  with  aging-related  diseases,  who  are 
experiencing  a  mental  disability  requiring  a  level  of  care  not 
otherwise  available  in  the  community.  Residents  must  be  at 
least  55  years  of  age,  ambulatory,  and  not  in  need  of  intensive 
psychiatric  care. 

3.  Eastmont  Human  Services  Center  at  Glendive  is  an 
intermediate  care  facility  for  the  mentally  retarded  which 
provides  care  and  training  programs  for  mentally  retarded 
persons.  The  center's  goal  is  to  maintain  and  improve  these 
residents'  skills  to  enable  them  to  function  in  the  community. 

4.  The  Montana  Veterans'  Home  at  Columbia  Falls  provides 
domiciliary  and  nursing  care  for  honorably  discharged  veterans 
and  their  spouses  who  have  become  unable  to  earn  a  livelihood 
by  reason  of  such  service  or  because  of  age. 

5.  The  Montana  State  Hospital  consists  of  campuses  located  at 
Warm  Springs  and  Galen.  The  facilities  at  Warm  Springs  pro- 
vide evaluation  and  psychiatric  treatment  for  persons  who  are 
mentally  ill.  The  facilities  at  Galen  provide  treatment  to 
persons  suffering  from  alcohol  and/or  drug  dependencies. 
The  hospital  also  treats  patients  with  tuberculosis  or  silicosis 
and  is  licensed  to  provide  acute  hospital  and  intermediate 
nursing  care. 

The  average  daily  populations  of  the  department's  corrections  and  treatment 
facilities  in  fiscal  year   1987-88   were   1,165  and   1,015,  respectively.     Average 


populations  in  various  facilities  in  the  past  three  fiscal  years  are  shown  in  the 
following  table. 

AVERAGE  DAILY  POPULATION 


Fiscal  Year 


Corrections   Facilities: 

Institutions'    Central  Office: 
Alternative,    Inc.,    Billings* 
Billings   Life   Skills   Center 
Butte    Pre-release   Center* 
Great   Falls   Pre-release   Center* 
Missoula  Life  Skills  Center 
Women's   Correctional   Center 

Montana   State   Prison 

Swan  River  Forest  Camp 

Total  Corrections   Facilities 

Treatment   Facilities: 


1985-86        1986-87        1987-88 


21.17 

24.35 

30.48 

9.34 

10.59 

9.58 

25.49 

26.08 

32.22 

23.27 

25.30 

27.46 

22.76 

23.88 

23.36 

30.05 

34.42 

35.23 

907.18 

925.49 

957.41 

51.21 

49.38 

49.11 

1.090.47 

1,119.49 

1.164.85 

Center   for   the  Aged 
Eastmont  Human  Services   Center 
Montana  Developmental   Center 
Montana   State  Hospital 
Montana  Veterans'    Home 

Total   Treatment  Facilities 

Total  Department   of   Institutions 

Montana  Youth  Treatment  Center 


170.56 
53.00 


1.023, 

.83 

2,114, 

.30 

39, 

.79 

166.76 
53.33 


168.66 
54.24 


201 

.87 

202, 

.51 

194, 

.76 

473, 

.00 

457. 

.66 

465, 

.75 

125, 

.40 

131. 

,53 

131. 

.77 

1.011.79      1.015.18 
2.131.28      2.180.03 


34.06 


0.00 


*  Facilities   operated  under  contract  with   the   department. 

Source:  Compiled  by   the  Office   of  the   Legislative  Auditor   from 

department  population  records. 


The  following  table  shows  department  employment  in  number  of  full-time 
equivalent  employees.  Department  management  cited  insufficient  staffing  as  a 
contributing  factor  in  some  of  the  problems  addressed  in  the  following  sections  of 
this  report. 


FULL-TIME  EQUIVALENT  EMPLOYEES 


FYE  1985-86 


FYE  1986-87 


FYE  1987-88 


Budgeted  Vacant  Budgeted  Vacant   Budgeted  Vacant 


Institutions'  Central  Office: 
Director's  Office 
Management  Services  Division 
Treatment  Services  Division 
Corrections  Division 
Total  Central  Office 

Treatment  Facilities: 
Center  for  the  Aged 
Eastmont  Human  Services  Ctr 
Montana  Developmental  Ctr 
Montana  State  Hospital 
Montana  Veterans'  Home 
Total  Treatment  Facilities 

Corrections  Facilities: 
Board  of  Pardons 
Montana  State  Prison 
Swan  River  Forest  Camp 
Total  Corrections  Facilities  403.91   42.17   435.11   28.83   436.31   11.26 

Total  Department  1.999.77   130.04  2.016.72   134.71  1.995.03  102.11 

Montana  Youth  Treatment  Ctr    95.52   13.26   112.26     N/A     0.00    0.00 


10.00 

30.00 

15.00 

115.50 

170.50 


100.24 

93.02 

456.40 

701.20 

74.50 


1.00 
5.00 
4.00 
6.40 
16.40 


0.00 

5.10 

41.50 

22.30 

2.57 


10.00 

29.00 

15.00 

115.50 

169.50 


100.24 

93.02 

443.15 

701.20 

74.50 


1.00 

5.50 

3.00 

22.40 

31.90 


2.53 

8.10 

31.25 

28.60 

3.50 


9.00 

28.00 

14.80 

99.50 

151.30 


97.99 

92.02 

430.65 

705.46 

81.30 


0.00 
2.50 
3.00 
0.00 
5.50 


3.45 

6.60 

41.25 

27.65 

6.40 


1.425.36        71.47   1.412.11        73.98   1.407.42      85.35 


4.00 

1.00 

4.00 

0.00 

4.00 

0.00 

373.08 

39.67 

405.28 

27.83 

406.48 

11.26 

26.83 

1.50 

25.83 

1.00 

25.83 

0.00 

N/A    Not  applicable.   The  Montana  Youth  Treatment  Center  was  sold  on 
January  1,  1987. 


Source : 


Compiled  by  the  Office  of  the  Legislative  Auditor  from  Central  Payroll 
reports . 


PRIOR  AUDIT  RECOMMENDATIONS 

The  prior  individual  audit  reports  for  the  facilities  included  in  the 
department  contained  46  numbered  audit  recommendations  which  consist  ol'  66  indi- 
vidual recommendations.  Ten  of  the  individual  recommendations  are  no  longer 
applicable  to  the  department's  operations.  Of  the  56  individual  recommendations  still 
applicable  to  the  department's  operations,  40  have  been  implemented,  5  have  been 
partially  implemented,  and  1 1  have  not  been  implemented. 


The  number  of  applicable  recommendations  and  the  status  by  facility  is  listed 
below: 

STATUS  OF  PRIOR  AUDIT  RECOMMENDATIONS 


Department 

Total 

Partially 

Not 

Facility 

Recommendations 

Implemented 

Implemented 

Implemented 

Institutions'  Central 

Office 

11 

6 

2 

3 

Montana  Developmental 

Center 

9 

7 

1 

1 

Center  for  the  Aged 

2 

2 

0 

0 

Eastmont  Human 

Services  Center 

4 

4 

0 

0 

Montana  State  Prison 

10 

8 

1 

1 

Swan  River  Forest  Camp 

9 

6 

0 

3 

Montana  Veterans'  Home 

3 

3 

0 

0 

Montana  Youth  Treat- 

ment Center 

2 

0 

1 

1 

Montana  State  Hospital 

6 

_4 

0 

2 

Total  S2  i2  £  il 

Source:     Compiled  by  the  Office  of  the  Legislative  Auditor 

These  prior  recommendations  were  addressed  to  the  individual  facilities 
within  the  department.  Findings  regarding  the  1 1  prior  recommendations  which  were 
not  implemented  are  addressed  to  the  department  rather  than  individual  facilities  and 
are  included  in  the  following  sections  of  this  report:  Ancillary  Service  Fees, 
Pharmacy  Controls,  Fixed  Asset  Records,  Cash  Safeguards,  Segregation  of  Cash 
Duties,  Medical  Research,  Non-General  Fund  Expenditures,  and  Revenue  and 
Expenditure  Recognition. 

REIMBURSEMENTS 

Background 

State  law  requires  the  department  to  collect  and  process  per  diem  and  ancillary 
payments  for  the  care  of  residents.  The  department  recorded  the  following  revenues 
for  services  rendered  at  the  various  institutions  in  fiscal  years  1986-87  and  1987-88. 

Reimbursements  Revenue 

Institution  FY  1986-87  FY  1987-88 

Montana  Developmental  Center  $  8,818,357  $  9,442,071 

Montana  State  Hospital  2,054,624  2,226,176 

Montana  Center  for  the  Aged  1,701,257  1,904,340 

Eastmont  Human  Services  Center  1,498,556  1,839,801 

Montana  Veterans'  Home  934.526  970.953 

Totals  $15.007.320  S16.383.341 

Source:  Compiled  by  the  Office  of  the  Legislative  Auditor  from  the  Statewide 

Budgeting  and  Accounting  System 


The  individual  institutions  record  resident  level  of  care,  days  of  residency, 
and  ancillary  services  provided  by  the  institution.  Census  information  pertaining  to 
Montana  State  Hospital  is  entered  directly  from  the  hospital  onto  the  department's 
Management  Information  System  (MIS)  in  Helena.  The  other  units  send  information 
to  Helena  for  entry  into  the  MIS.  Since  January  1988,  the  department's  contracted 
pharmacy  has  provided  drug  charges  for  the  institutions  it  services  on  magnetic  tape 
each  month  for  entry  onto  the  MIS.  Once  a  month  the  MIS  sorts  the  services  by 
resident,  reports  a  rate  per  unit  for  the  service,  computes  the  price  of  each  service, 
and  prints  an  itemized  statement  of  charges  for  each  resident. 

Department  personnel  review  the  monthly  statements  and  determine  which 
responsible  party  to  bill  for  which  services  based  on  available  third-party  resources 
(e.g.,  Medicaid,  Medicare,  and  insurance  coverage)  and  the  resident's  or  financially 
responsible  person's  ability  to  pay.  Billings  are  prepared  for  each  resident  and  sent 
to  responsible  parties. 

The  department's  system  tracks  services  billed  and  payments  received  and 
provides  account  receivable  information  by  resident.  The  department  maintains  four 
ledger  types:  Medicaid,  Medicare,  private  insurance,  and  resident  or  financially 
responsible  party.  When  a  third  party  denies  payment,  the  unpaid  services  are 
removed  from  that  party's  ledger  and  entered  on  the  next  party's  ledger  until  all 
eligible  sources  are  billed.  The  following  sections  discuss  issues  related  to  the 
reimbursement  function  and  propose  ways  to  enhance  reimbursement  for  the  services 
performed  by  the  department. 

Potential  Medicaid  Recoveries 

Certain  institutions  operated  by  the  department  receive  reimbursements  from 
federal  Medicaid  moneys  through  the  Department  of  Social  and  Rehabilitation  Ser- 
vices (SRS)  for  services  provided  to  eligible  residents.  For  residents  who  meet  eligi- 
bility criteria,  the  department  bills  Medicaid  for  per  diem.  The  rate  reimbursed  by 
Medicaid  depends  on  the  level  of  care  for  which  each  institution  is  classified.  Medi- 
caid payments  consist  of  federal  money  matched  with  state  general  funds,  so  the 
reimbursement  rate  can  also  be  affected  by  the  availability  of  state  matching  funds. 
We  found  two  situations  in  which  the  department  could  have  obtained  higher  per 
diem  rates.  In  one  situation,  the  department  could  increase  Medicaid  reimbursement 
by  documenting  its  expenditures  as  additional  General  Fund  match.  In  the  other 
case,  the  department  could  receive  higher  Medicaid  reimbursement  by  seeking 
reclassification  of  a  facility. 


General  Fund  Match  Documentation 

The  Montana  Developmental  Center  and  Eastmont  Human  Services  Center  are 
classified  to  receive  Medicaid  per  diem  payments  at  a  cost-based  rate.  However, 
these  institutions  could  not  recover  the  full  cost-based  rate  because  SRS  limited 
increases  in  rates,  through  the  administrative  rules  process,  to  nine  percent  a  year  for 
cost-based  facilities.  This  was  done  to  limit  the  amount  of  state  matching  funds  SRS 
expended.  As  a  result,  the  per  diem  rate  paid  was  less  than  that  to  which  the 
institutions  were  entitled  under  federal  Medicaid  regulations.  By  documenting  the 
additional  General  Fund  effort  at  the  Department  of  Institutions  as  state  matching 
funds,  we  estimate  the  state  could  have  recovered  an  additional  $1,150,000  in  federal 
funds  in  fiscal  years  1986-87,  1987-88,  and  1988-89,  or  an  average  of  about  $380,000 
per  year. 

We  determined  the  department  made  sufficient  General  Fund  expenditure 
effort  at  each  institution  to  match  the  additional  federal  funds  that  were  available. 
By  eliminating  the  appropriation  for  Medicaid  General  Fund  match  at  SRS  and 
treating  the  department's  General  Fund  expenditures  as  match,  as  was  done  in  the 
1991  biennium  budget,  the  department  should  be  able  to  document  sufficient  match 
to  obtain  the  full  rate  allowable  under  federal  Medicaid  regulations. 

Facility  Reclassification 

The  Long  Term  Care  Unit  at  the  Montana  State  Hospital  is  classified  as  a 
nursing  home  for  Medicaid  purposes.  The  federally  approved  state  plan  for  the 
Medicaid  program  would  allow  the  unit  to  seek  reclassification  as  an  institution  for 
the  mentally  diseased  over  65  years  of  age  (IMD).  Had  the  unit  received  the 
reimbursement  at  the  alternative  per  diem  rate,  the  state  could  have  recovered  an 
additional  $447,340  in  federal  funds  during  fiscal  years  1986-87,  1987-88,  and  1988- 
89  or  an  average  of  nearly  $150,000  per  year. 

Department  personnel  have  initiated  contacts  with  SRS  concerning 
reclassification  of  the  Long  Term  Care  Unit  at  MSH  as  an  IMD,  but  no  change  of 
reimbursement  status  has  occurred.  SRS  officials  told  the  department  that  rules  must 
be  established  to  implement  the  portion  of  the  state  plan  for  Medicaid  which  covers 
IMDs. 


Summary 

Department  management  should  maximize  resources  from  available  third- 
party  sources.  An  SRS  official  told  us  it  may  be  possible  for  the  Department  of 
Institutions  to  go  back  two  years  to  retroactively  collect  for  past  differences  in  rates. 
Department  of  Institution's  officials  should  work  with  SRS  personnel  to  recover  the 
estimated  $1.6  million  in  federal  Medicaid  funds  the  state  lost  during  fiscal  years 
1986-87,  1987-88,  and  1988-89. 

RECOMMENDATION  #1 

We  recommend  the  department: 

A.  Document  its  General  Fund  expenditures  as  additional  state  matching 
funds  to  maximize  Medicaid  reimbursements. 

B.  Seek  reclassification  of  the  level  of  care  at  Institutions  to  maximize 
Medicaid  reimbursements. 

C.  Work  with  SRS  personnel  to  recover  per  diem  costs  from  Medicaid  for 
past  services  to  the  extent  possible. 

Medicaid  Certification  Disclosure 

To  be  certified  to  receive  Medicaid  funds  in  reimbursement  for  resident  care, 
an  institution  must  be  in  substantial  compliance  with  each  of  the  Standards  of 
Participation  established  by  the  U.S.  Department  of  Health  and  Human  Services 
(HHS).  If  certain  requirements  are  not  met,  the  institution  cannot  renew  its  contract 
for  participation  in  the  Medicaid  program. 

The  Montana  Department  of  Health  and  Environmental  Sciences  (HES)  assists 
SRS  and  the  federal  Health  Care  Financing  Administration  by  surveying  providers 
to  determine  whether  they  continue  to  meet  the  requirements  for  Medicaid.  The  HES 
certification  team  found  deficiencies  not  corrected  at  the  time  of  follow-up  visits  at 
the  Montana  Developmental  Center  in  June  and  September  1988.  Deficiencies  cited 
by  the  certification  team  in  September  1988  included  insufficient  active  treatment  in 
resident  treatment  plans,  improper  physical  and  chemical  restraint  of  residents  and 
deficiencies  in  meal  service  operations.  In  December  1988,  the  certification  team 
found  similar  problems.  At  this  time,  the  Department  of  Institutions  was  given  120 
days  to  remedy  the  deficiencies  or  become  ineligible  to  receive  Medicaid  funds. 
Medicaid  decertification  at  MDC  would  cost  the  state  approximately  $7,600,000  in 
federal  funds  annually. 


Department  management  cited  high  staff  turnover,  lower  staffing  levels, 
significant  changes  in  federal  regulations,  and  difficulty  in  identifying  knowledgeable 
people  who  can  help  MDC  meet  certification  standards  as  reasons  for  MDC's 
certification  status.  The  department  has  hired  a  new  superintendent  for  MDC  and 
has  announced  intentions  to  reorganize  the  functions  of  staff  at  existing  staffing 
levels  to  attempt  to  correct  the  deficiencies  cited  by  the  certification  team.  The 
department  has  also  appealed  some  of  the  certification  team's  findings  in  an  attempt 
to  continue  receiving  Medicaid  payments  after  the  April  30,  1989  cutoff  date. 

We  present  this  section  for  disclosure  purposes  only.  The  scope  of  our  audit 
did  not  include  a  performance  audit  of  the  treatment  programs  provided  by  MDC. 
Therefore,  we  make  no  recommendations  concerning  the  certification  issue. 

Unreported  Services 

The  department  bills  for  psychiatric  and  medical  doctor  visits  to  patients  at 
Montana  State  Hospital.  During  our  examination  of  charges  for  services  for  MSH 
patients,  we  noticed  fewer  charges  for  doctor  visits  than  expected  based  on  state  law 
and  regulations  governing  the  frequency  of  these  visits.  Section  53-21-162,  MCA, 
requires  that  each  patient  admitted  to  MSH  receive  a  medical  and  psychiatric 
examination  within  48  hours  of  admission.  Further  psychiatric  examinations  must 
occur  at  least  once  every  90  days. 

In  reviews  of  monthly  resident  statements  from  April  1987  and  January  1988, 
we  noted  all  of  the  17  reviewed  in  April  1987  and  42  of  the  51  reviewed  in  January 
1988  did  not  include  charges  for  doctor  visits.  We  verified  there  were  doctor  visits 
by  a  review  of  the  patients'  medical  charts.  Based  on  the  value  of  unbilled  services 
documented  for  the  68  statements  we  reviewed,  over  $4,800  in  doctor  visits  were  not 
billed  because  these  services  were  not  input  into  the  department's  billing  system.  Had 
the  department  billed  for  these  services,  it  might  not  have  recovered  all  of  this 
amount  because  of  limits  in  the  individual  patients'  ability  to  pay  and  eligibility  for 
third  party  resources,  such  as  Medicaid. 

We  found  that  doctor  visits  are  not  reported  consistently  at  various  wards  of 
MSH.  The  hospital  does  not  have  control  procedures  to  ensure  that  all  information 
related  to  billable  services  performed  on  the  wards  is  transmitted  to  the  medical 
records  personnel.  No  one  is  specifically  responsible  for  completing  forms  on  the 
services.  As  a  result,  some  doctor  visits  are  not  recorded  by  medical  records 
personnel  and  are  omitted  from  the  services  included  on  the  patients'  statement  of 
charges. 
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RECOMMENDATION  #2 

We  recommend  the  department  implement  procedures  to  ensure  all  billable 

services  provided  to  residents  are  entered  into  the  billing  system. 


Insurance  Billing  Procedures 

Department  policy  in  effect  during  the  audit  period  required  insurance  claims 
that  had  not  been  paid,  denied,  or  otherwise  responded  to,  be  resubmitted  every  30 
days.  We  observed  that  department  personnel  did  not  resubmit  insurance  claims  to 
the  proper  insurance  providers  in  a  timely  manner.  In  one  case,  the  department 
billed  an  insurance  company  for  costs  associated  with  a  resident.  Although  the 
insurance  provider  did  not  pay  or  deny  the  claim,  the  provider  was  not  rebilled  for 
these  charges  or  billed  for  additional  expenses  incurred  by  the  department  on  behalf 
of  the  resident  over  an  18-month  period. 

In  November  1988,  the  department  revised  its  claim  resubmission  procedures 
to  send  an  inquiry  form  if  notification  of  claim  resolution  is  not  received  after  60 
days.  The  department  developed  a  new  insurance  status  inquiry  form.  Through  use 
of  this  form,  department  personnel  found  that  many  providers  had  paid  the  insurance 
policyholder,  so  the  department  billed  the  policyholder  for  the  services  provided. 
Department  personnel  stated  that  past  due  (over  60  days  old)  insurance  claims  totalled 
$48,000  on  November  16,  1988.  Department  management  said  that  although  staffing 
levels  had  been  reduced,  a  concerted  effort  by  remaining  personnel  enabled  the 
department  to  eliminate  the  insurance  resubmissions  backlog  by  January  1989. 

RECOMMENDATION  #3 

We  recommend  the  department  continue  the  use  of  recently  implemented 

procedures  to  obtain  timely  reimbursement  from  all  payment  sources. 

Ancillary  Service  Fees 

Department  facilities  provide  certain  ancillary  services,  such  as  doctor 
examinations  and  laboratory  tests,  to  residents  at  treatment  facilities.  Sections 
53-1-401(1)  and  53-1-405,  MCA,  require  the  department  to  establish  ancillary 
service  fees  based  upon  the  budgeted  cost  of  services.  Department  officials  indicated 
that  because  sufficient  budgeted  cost  data  is  not  available  on  the  Statewide  Budgeting 
and  Accounting  System  (SBAS),  they  establish  service  fees  based  upon  the  maximum 
amount  Medicaid  will  pay  for  the  services,  rather  than  the  budgeted  cost  as  required 
by  law.  For  those  services  for  which  Medicaid  has  not  established  an  allowable  rate. 
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the  department  sets  rates  based  on  fees  charged  by  other  organizations  for  similar 
services.  The  department  billed  $701,949  in  ancillary  charges  in  fiscal  year  1987-88. 

It  was  not  practical  for  us  to  calculate  the  amount  of  revenue  the  state  lost 
or  gained  because  the  department  has  not  established  service  costs  based  on  historical 
experience.  Department  personnel  believe  establishing  fees  based  on  the  budgeted 
cost  of  services,  as  required  by  law,  would  maximize  reimbursement  revenue. 

This  issue  has  been  addressed  in  the  last  three  audits  of  the  department. 
Although  the  department  concurred  with  our  prior  recommendation  to  study  the  cost 
of  establishing  a  system  that  calculates  ancillary  service  fees  based  on  the  budgeted 
cost  of  services,  no  study  was  conducted.  Department  officials  indicated  they  do  not 
have  the  cost  accounting  capability  or  resources  at  the  department  to  develop  a  system 
that  will  more  closely  represent  budgeted  costs  and  that  will  be  compatible  with  the 
state's  accounting  system.  However,  an  evaluation  of  the  benefits  and  costs  of 
obtaining  or  creating  a  system  to  charge  service  fees  based  upon  budgeted  cost  of 
services  could  show  whether  the  potential  benefits  would  more  than  offset  the  costs 
of  developing  such  a  system.  Such  an  analysis  would  facilitate  a  management 
decision  to  implement  a  system  to  comply  with  the  law  or  to  seek  legislation  to 
change  the  law. 

RECOMMENDATION  #4 

We  recommend  the  department  analyze  the  economic  feasibility  of  estab- 
lishing a  system  that  calculates  ancillary  service  fees  based  on  the  budgeted 
cost  of  services. 

PHARMACY  CONTROLS 

During  the  audit  period,  the  department  converted  from  in-house  pharmacies 
to  contractor  pharmacy  services  at  several  institutions.  We  noted  control  concerns 
related  to  billing  for  pharmacy  services,  filling  prescriptions,  and  drug  security. 

The  contractor  leases  the  pharmacy  space  at  Montana  State  Hospital  and 
dispenses  medications  to  other  institutions  from  the  MSH.  The  contractor  fills 
standing  prescriptions  every  30  days  at  MVH  and  CFA,  every  14  days  at  MSH,  and 
every  seven  days  at  MDC.  New  prescriptions  are  to  be  filled  on  an  overnight  service 
basis.  The  contract  pharmacy  supplies  each  institution  with  a  small  supply  of 
commonly  prescribed  drugs  to  meet  immediate  and  weekend  needs.  On  the  date  of 
the  exchange  at  each  institution,  a  pharmacist  employed  by  the  contractor  takes 
prescriptions  filled  at  MSH  from  sealed  packing  boxes  and  places  them  in  medical 
carts.  The  drawers  of  the  carts  are  divided  to  maintain  separation  of  each  resident's 
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medications.  Department  personnel  observe  the  exchange  and  drug  ownership  passes 
to  the  department  at  this  time. 

The  contractor  maintains  records  of  the  prescriptions  filled  and  the 
medications  returned  on  the  exchange  and  bills  the  department  for  medications 
dispensed  at  the  exchange.  The  department  receives  drug  charges  monthly  from  the 
contractor  on  a  magnetic  tape  that  enables  electronic  input  into  the  department's 
Management  Information  System. 

Drugs  dispensed  to  residents  as  documented  on  the  medication  charts  differed 
in  quantity  from  the  bills  sent  by  the  contractor  for  three  of  12  sample  drug  charges 
tested  at  MSH.  We  found  the  department  lacked  procedures  to  reconcile  contractor 
billings  to  the  medical  charts,  even  on  a  test  basis.  In  addition,  the  contractor  used 
the  date  the  transaction  entered  the  contractor's  data  processing  system  as  a  dispense 
date  until  November  1988.  The  contractor  now  uses  the  date  that  the  prescriptions 
are  first  dispensed  to  patients,  a  date  the  department  could  use  to  cross-check 
resident  bills  with  medical  charts.  Inaccuracies  in  the  contract  pharmacist's  bill  could 
result  in  reimbursement  billing  and  payment  errors. 

We  observed  weaknesses  in  physical  security  over  prescription  medication. 
We  noted  medication  carts  that  were  not  locked  or  attended  on  some  wards  and  two 
instances  where  the  night  stock  was  not  locked.  We  also  found  locked  carts  with 
drawers  that  opened  when  pulled,  indicating  improper  maintenance.  At  one 
institution,  medical  carts  were  locked  in  rooms  that  could  be  easily  accessed  because 
the  latches  were  incorrectly  installed.  Department  management  made  the  necessary 
repairs  when  alerted  to  this  problem.  Medicaid  regulations  require  institutions  to 
maintain  security  over  drugs  and  keep  all  drugs  and  biologicals  locked  except  when 
prepared  for  administration.  The  medications  belonging  to  the  department  are  not 
secure  due  to  inadequate  medical  cart  maintenance  by  the  contractor. 

RECOMMENDATION  #5 

We  recommend  the  department: 

A.  Implement  procedures  to  verify  drug  charges  billed  by  the  contract 
pharmacy. 

B.  Ensure  physical  security  of  drugs  is  maintained. 


INTERNAL  CONTROL  WEAKNESSES 

The    department's    responsibilities    include    establishing    and    maintaining 
adequate  systems  of  internal  accounting  and  administrative  controls.  The  objectives 
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of  a  system  of  internal  control  are  to  provide  management  with  reasonable,  but  not 
absolute,  assurance  that  resource  use  is  consistent  with  laws,  regulations,  and  policies; 
resources  are  safeguarded  against  waste,  loss,  and  misuse;  and  reliable  data  are 
obtained,  maintained,  and  fairly  disclosed  in  management  reports.  Because  of 
inherent  limitations  in  any  system  of  internal  control,  errors  or  irregularities  may 
occur  and  not  be  detected.  However,  a  good  system  of  internal  control  reduces  the 
risk  of  such  errors  or  irregularities. 

During  our  audit  we  noted  weaknesses  in  the  department's  control  systems 
over  payroll,  supplies  and  merchandise  inventory,  equipmer  (,  resident  accounts,  and 
collections.  The  significant  weaknesses  we  noted  and  suggestions  for  strengthening 
controls  are  discussed  in  the  following  report  sections. 

Payroll  Controls 

Payroll  controls  affect  the  use  of  funds  for  personal  services  expenditures. 
The  department's  total  budgeted  personal  services  expenditures  were  $47  million  in 
fiscal  year  1986-87  and  $47.9  million  in  fiscal  year  1987-88,  or  about  67  percent  of 
the  department's  total  budget.  Most  personal  services  expenditures  are  paid  with  state 
funds,  but  some  are  paid  with  federal  funds.  The  agencies  where  we  noted  control 
concerns  regarding  payroll,  expended  federal  funds  for  personal  services  during  fiscal 
years  1986-87  and  1987-88  as  follows:  $81,592  from  the  U.S.  Department  of 
Education  via  subgrants  through  the  Montana  Office  of  Public  Instruction  (CFDA 
#84.002,  #84.009,  #84.010,  #84.013,  and  #84.048)  and  $30,590.94  from  the  U.S 
Department  of  Justice  (CFDA  #16.550  and  #16.560). 

Sick  Leave 

State  law,  section  2-18-601(9),  MCA,  defines  sick  leave  as  a  leave  of  absence 
with  pay  for  a  sickness  suffered  by  an  employee  or  his  immediate  family.  The  use 
of  sick  leave  is  limited  to  the  conditions  outlined  in  the  Montana  Operations  Manual, 
Policy  3-0310.  These  conditions  include  but  are  not  limited  to  illness,  injury,  medical 
examinations,  and  family  care.  Additionally,  the  department's  sick  leave  policy 
requires  the  employee's  supervisor  to  review  and  approve  the  use  of  sick  leave.  We 
noted  the  following  instances  which  indicate  the  Montana  State  Prison  has  not 
complied  with  these  laws  and  policies. 

In  one  instance,  sick  leave  was  improperly  used  during  the  last  two  weeks  of 
employment.  The  employee  requested  to  use  thirty-two  hours  of  sick  leave  and 
completed  the  required  leave  request  form.  However,  the  employee  noted 
"terminating"  as  his  reason  for  the  usage  of  sick  leave  credits.    The  reason  for  this 
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employee's  use  of  sick  leave  does  not  meet  the  conditions  outlined  in  state  policy  and 
law.  An  agency  official  stated  the  employee's  time  sheet  was  processed  as  prepared 
using  the  sick  leave  because  the  time  sheet  and  leave  request  form  were  approved 
by  the  employee's  supervisor. 

We  noted  two  instances  in  which  an  employee  used  sick  leave  immediately 
prior  to  termination.  The  employees  did  not  submit  a  properly  approved  leave 
request  form  in  either  case.  We  also  noted  an  instance  which  occurred  during  1981 
in  which  an  employee  was  allowed  to  use  all  his  "Prior  1971"  accumulated  sick  leave 
before  terminating  his  employment.  File  documentation  indicated  he  was  using  the 
time  to  secure  other  employment  and  housing. 

State  law  provides  termination  pay  for  25  percent  of  unused  sick  leave  earned 
after  1970  and  no  termination  pay  for  unused  sick  leave  earned  prior  to  1971.  A 
prison  official  stated  the  law  encourages  the  use  of  sick  leave  prior  to  termination  in 
that  an  employee  who  uses  sick  leave  regularly  receives  a  100  percent  payout  but 
employees  who  don't  receive  only  a  25  percent  payout  of  their  unused  sick  leave. 
Prison  officials  indicated  they  believe  state  regulations  regarding  sick  leave  payout 
penalize  long-term  employees,  who  have  been  conscientious  regarding  the  use  of  sick 
leave.  As  a  result,  they  believe  the  regulations  encourage  employees  to  compensate 
for  this  perceived  inequity  by  using  all  their  sick  leave  prior  to  termination. 

We  observed  indications  that  sick  leave  abuse  occurred  at  two  other  facilities 
within  the  department.  The  most  apparent  example  of  potential  sick  leave  abuse 
occurred  at  the  Youth  Treatment  Center  just  prior  to  its  sale.  We  compared  MYTC 
payroll  reports  for  the  last  two  pay  periods  prior  to  its  sale  in  January  1987  to  the 
same  two  pay  periods  in  1985.  We  found  that  sick  leave  hours  taken  increased 
92  percent  in  1986  from  the  comparable  pay  periods  in  1985.  At  the  MSH,  the 
superintendent  issued  a  memorandum  to  all  staff  outlining  allowable  procedures  for 
using  sick  leave  in  an  effort  to  curb  sick  leave  abuse. 

Department  management  should  actively  seek  ways  to  effectively  curb  sick 
leave  abuse.  According  to  state  policy,  sick  leave  abuse  is  grounds  for  dismissal  of 
an  employee  and  forfeiture  of  the  25  percent  payout  of  their  unused  sick  leave. 

RECOMMENDATION  #6 

We  recommend  the  department  establish  more  effective  internal  procedures 

to  ensure  compliance  with  sick  leave  laws  and  policies. 


IS 


Time  Sheet  Authorization 

A  supervisor's  signature  was  omitted  from  5  of  the  28  employee  time  sheets 
tested  at  MSP.  The  department's  internal  control  poiicy  regarding  payroll  requires 
supervisors  to  approve  employee  time  sheets  as  verification  that  employees  worked 
the  number  of  hours  recorded  on  their  time  sheets  and  to  assure  that  all  time  sheets 
have  been  completed  by  the  appropriate  time.  The  audit  revealed  that  payroll  is 
processed  from  the  employee  time  sheets  without  obtaining  the  appropriate 
supervisor's  authorizing  signature  so  employees  receive  payroll  warrants  as  scheduled. 
Without  supervisor  approval,  the  prison  may  pay  employees  for  work  not  performed 
or  charge  personal  service  costs  to  inappropriate  programs.  The  prison  should 
improve  procedures  to  ensure  time  sheets  are  signed  by  the  appropriate  supervisors. 

RECOMMENDATION    #7 

We  recommend  the  department   require  the  prison  to  improve  procedures 

to    ensure    compliance    with    department     policy    regarding     time    sheet 

authorization. 


Excess  Annual  Leave  Adjustments 

Section  2-18-617,  MCA,  requires  employees  to  forfeit  excess  annual  leave 
credits  not  used  within  90  calendar  days  from  the  last  day  of  the  calendar  year  in 
which  the  excess  credits  were  earned.  Excess  credits  are  those  credits  which  exceed 
two  times  the  total  number  of  annual  leave  credits  an  employee  is  eligible  to  earn  per 
year.  Agencies  are  required  to  calculate  the  number  of  hours  employees  must  forfeit 
and  submit  the  adjustments  to  Central  Payroll.  Central  Payroll  deducts  the  credits 
forfeited  from  the  employee's  payroll  records.  We  noted  the  following  noncompliance 
with  state  law  when  testing  excess  annual  leave  adjustments. 

The  unused  excess  leave  balances  at  the  prison  were  properly  reported  to 
Central  Payroll,  but  were  not  properly  adjusted  by  Central  Payroll.  The  annual  leave 
balances  were  increased  rather  than  decreased.  Due  to  this  error,  six  prison 
employees'  annual  leave  balances  were  overstated  by  a  total  of  179.24  hours.  If  the 
employees  used  these  unearned  hours  of  annual  leave,  the  error  would  cost  the  prison 
$2,650  calculated  using  the  rate  the  employees  were  paid  at  June  30,  1988. 

Agency  personnel  indicated  they  relied  on  Central  Payroll  and  did  not  review 
subsequent  leave  liability  reports  to  ensure  that  adjustments  were  proper.  Although 
Central  Payroll  processes  these  transactions,  prison  personnel  should  review 
transactions  affecting  the  prison  to  ensure  the  transactions  were  recorded  properly. 
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RECOMMENDATION  #8 

We  recommend  the  department  establish  review  procedures  to  ensure  excess 

leave  credits  are  properly  removed  from  employee  payroll  records. 

Inventory  and  Fixed  Asset  Controls 

Several  of  the  department's  facilities  maintain  inventories  of  various  items 
including  food,  office  and  kitchen  supplies,  janitorial  items,  and  clothing.  The 
department  accounts  for  the  receipt,  disbursement,  and  inventory  balance  of  these 
items  on  the  Supply  Inventory  Monitoring  System  (SIMS).  The  facilities  also  maintain 
fixed  asset  records  on  SIMS  or  the  state's  Property  Accountability  Management 
System  (PAMS).  Like  any  computer  system,  SIMS  and  PAMS  require  a  related  system 
of  internal  control  procedures  to  ensure  that  the  information  entered  on  and  reported 
by  each  system  is  accurate,  reliable,  and  properly  supported. 

Prison  Inventory  Transactions 

As  part  of  our  audit  work  at  the  prison,  we  tested  transactions  that 
represented  receipts  or  disbursements  of  inventory  items.  We  noted  numerous 
instances  in  which  transaction  information  was  improperly  input  to  SIMS.  These 
errors  related  to  quantities  and  unit  costs.  In  addition,  the  prison  processes  a 
significant  volume  of  "modification"  transactions  on  SIMS.  For  example,  the 
July  1988  SIMS  transaction  listing  contained  approximately  300  modifications. 
Modifications  are  neither  receipt  nor  disbursement  transactions  but,  instead,  should 
represent  corrections  of  errors  to  inventory  balances  or  inventory  item  information 
detected  by  internal  control  procedures.  All  modifications  should  be  supported  by 
documentation  of  the  reason  for  the  modification.  The  prison  had  no  support  for  any 
of  the  modification  transactions  made  between  July  1,  1987  and  September  30,  1988 
and  prison  officials  could  not  explain  why  any  of  these  modifications  were  made.  In 
one  instance,  450  pounds  of  cheese  valued  at  $630  was  removed  from  the  inventory 
balance  on  SIMS  using  an  unsupported  modification  transaction.  We  found  no 
evidence  during  our  testing  that  inventory  was  removed  or  stolen  from  the  warehouse. 
However,  because  of  the  lack  of  documentation,  we  could  not  determine  why  the 
inventory  balances  changed. 

SIMS  transactions  are  input  to  the  computer  by  an  inmate  computer  clerk 
upon  the  authorization  of  prison  officials.  However,  we  noted  that  the  inmate  is  not 
directly  supervised  and  his  work  is  not  reviewed  for  accuracy  and  completeness. 
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Prison  officials  indicated  that  the  inmate  is  not  supervised  due  to  the  workload  at  the 
prison  warehouse. 

RECOMMENDATION  #9 

We  recommend  the  department  develop  internal  control  procedures  to  ensure 

that  inventory  information  is  accurate,  reliable,  and  properly  supported. 

Segregation  of  Inventory  and  Fixed  Assets  Duties 

During  our  review  of  the  prison's  system  of  internal  controls  related  to 
inventory  and  fixed  assets,  we  noted  an  inadequate  segregation  of  duties  within  these 
functions.  The  prison  warehouse  foreman  is  responsible  for  the  receipt  and 
disbursement  of  inventory  items,  inventory  record  control,  obsolete  inventory 
disposal,  and  physical  counts  of  all  inventory  items  to  ensure  the  accuracy  of  the 
inventory  records.  In  addition,  the  prison's  warehouse  purchasing  and  supply  officer 
is  responsible  for  receiving  fixed  assets,  affixing  property  identification  tags  to  fixed 
assets,  and  maintaining  fixed  asset  records.  The  inadequate  segregation  of  inventory 
duties  allowed  prison  personnel  to  improperly  dispose  of  prison  clothing.  A  truckload 
of  clothing,  some  of  which  were  new  items,  was  removed  from  prison  storage  and 
buried  at  the  prison  dump.  The  clothing  was  buried  longer  than  a  year  before  being 
discovered. 

We  also  noted  an  inadequate  segregation  of  duties  within  MDC's  system  of 
internal  controls  over  inventory.  At  MDC,  the  personnel  responsible  for  ordering, 
receiving,  and  recording  inventory  also  take  physical  counts  of  inventory  items. 

Good  internal  control  practices  dictate  that  separate  responsibility  and  control 
be  assigned  for  the  custody  and  record  keeping  functions  related  to  inventory  and 
fixed  assets.  Furthermore,  state  policy  (Montana  Operations  Manual  2-1754.50) 
states  that  persons  in  charge  of  stockrooms  and/or  inventory  records  should  not  be 
involved  in  taking  physical  inventory  counts.  An  inadequate  segregation  of  duties 
places  an  employee  in  a  position  to  perpetrate  and  conceal  errors  or  irregularities  in 
the  normal  course  of  their  duties  and  increases  the  risk  that  errors,  theft  or  loss  will 
not  be  detected.  The  prison  and  MDC  should  segregate  the  custody  and  record 
keeping  functions  related  to  inventory  and  fixed  assets. 
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RECOMMENDATION    #10 

We  recommend    the  department    develop   internal    control    procedures    to 

provide   adequate   segregation    of  duties   related   to  inventory    and  fixed 

assets. 


Fixed  Asset  Records 

State  policy  requires  state  agencies  to  manage  and  account  for  the  state's 
investment  in  fixed  assets.  It  also  requires  state  agencies  to  record  fixed  assets  at 
cost,  to  assign  each  item  a  property  number  and  to  tag  the  item  with  a  matching 
numbered  tag.  At  June  30,  1988,  the  department's  accounting  records  reflect  a  total 
of  $75  million  in  fixed  assets  ($64  million  in  buildings,  land,  and  other  improvements 
and  $11  million  in  equipment).  About  45  percent  of  the  department's  recorded  fixed 
assets  are  on  MSP's  accounting  records.  During  fiscal  years  1986-87  and  1987-88, 
the  department  purchased  equipment  with  both  state  and  federal  funds.  The  federal 
equipment  expenditures  were:  $67,574  from  subgrants  received  through  other 
agencies  from  the  U.S.  Department  of  Justice  (CFDA  #16.579  and  #16.581);  $1 1,654 
from  the  U.S.  Department  of  Education  via  subgrants  through  the  Office  of  Public 
Instruction  (CFDA  #84.048  and  #84.151);  and  $1,551  from  the  U.S.  Department  of 
Health  and  Human  Services  (CFDA  #13.992). 

We  performed  tests  at  selected  department  facilities  to  determine  whether 
purchased  items  were  recorded  on  the  fixed  asset  records  and  whether  the  items  were 
tagged.  The  results  from  four  of  the  facilities  are  shown  below.  These  four  facilities 
report  48  percent  of  the  department's  fixed  assets  in  the  General  Fixed  Asset  Account 
Group. 

FIXED  ASSET  TEST  RESULTS 

Location  #  tested  #  not  tagged  #  not  recorded 

MDC  !0  4                                     2 

MSH  5  3                                     3 

ICO  5  14 

MVH  2  2                                     2 

Total  22  ia  11 

In  addition  to  the  observations  documented  above,  we  noted  instances  at  the 
prison  in  which  fixed  assets  were  not  tagged  with  identification  numbers;  not 
recorded  on  fixed  asset  records;  recorded  on  fixed  asset  records  with  incorrect 
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quantities,  costs,  descriptions  or  locations  or  not  properly  deleted  from  fixed  asset 
records.  In  addition,  the  prison  does  not  record  fixed  asset  additions  and  deletions 
in  a  timely  manner.  We  noted  instances  in  which  fixed  asset  additions  and  deletions 
were  recorded  on  the  prison's  fixed  asset  records  from  two  months  to  two  years  after 
the  related  purchase  or  disposal  of  the  fixed  asset. 

In  November  1988,  we  also  found  that  $8,300  of  property  purchased  between 
March  1  and  June  30,  1988,  had  not  been  recorded  on  MDC's  fixed  asset  records, 
although  the  items  had  been  tagged  and  listed  on  an  input  form  for  entry  onto  the 
fixed  asset  records.  We  also  noted  two  instances  at  MDC  where  documents  to  enter 
fixed  assets  onto  the  fixed  assets  records  were  lost  or  misplaced. 

Department  personnel  cited  lack  of  communication  between  those  ordering 
and  receiving  equipment  and  employees  maintaining  equipment  inventory  records, 
insufficient  staff  time  to  keep  equipment  inventory  current,  and  the  low  priority 
assigned  to  tagging  equipment  by  department  management  as  reasons  why  equipment 
was  not  recorded  or  tagged. 

The  number  and  type  of  errors  noted  during  the  audit  indicate  that  additional 
training  in  and  review  of  state  property  accounting  policies  may  be  necessary  to  help 
eliminate  similar  errors  in  the  future. 

RECOMMENDATION    #11 
We  recommend   the  department: 

A.  Provide  personnel  additional  training  instate  property  accounting 
policies  and  implementation    of  these  policies. 

B.  Implement  procedures  to  facilitate  timely  recording  of  equipment 
on  the  property   records. 

C.  Ensure  equipment  is  tagged  as  required  by  state  policy. 


Computer  System  Security 

The  department  operates  an  IBM  System  38  computer  to  perform  data 
processing  functions.  The  department's  computer  files  contain  information  regarding 
treatment  services  provided  to  patients;  resident  accounts  activity;  supply  inventory 
monitoring;  clients  admitted  to  state  approved  alcohol  and  drug  programs;  adult 
offenders,  including  their  record  and  movements  through  various  corrections 
programs;  and  other  management  information. 
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Our  preliminary  review  of  the  internal  controls  over  this  system  indicated  that 
controls  were  adequate  if  working  as  described.  However,  we  noted  three  situations 
where  changes  in  procedures  would  strengthen  controls. 

During  the  audit  period,  the  department  did  not  have  a  written  policy 
requiring  its  Information  Services  Bureau  to  be  notified  when  an 
employee  authorized  to  access  the  department's  computer  system 
terminates  employment.  No  reconciliation  is  performed  between 
institutions'  lists  of  authorized  computer  users  and  the  list  of 
authorized  computer  users  kept  by  Information  Services  Bureau. 
Without  such  procedures,  there  is  a  possibility  that  individuals  would 
continue  to  have  access  to  the  department's  data  processing  system 
after  they  leave  employment. 

Information  Services  Bureau  does  not  regularly  review  the  level  of 
access  assigned  to  personnel  authorized  to  use  system  applications, 
once  their  access  level  is  established.  In  addition,  passwords  are  not 
required  to  be  changed  at  regular  intervals.  We  noted  an  instance  in 
January  1989  where  an  employee's  password  had  not  been  changed 
since  December  1987.  As  a  result,  authorized  users  may  have  access 
to  applications  and  data  files  not  needed  for  their  work  assignments, 
unauthorized  users  may  have  access  to  applications,  data  files  may  be 
changed,  and  sensitive  information  may  be  given  to  unauthorized 
personnel. 

An  Information  Services  Bureau  employee  had  personal  data  on  the 
department's  computer.  The  department  does  not  have  a  written 
policy  defining  proper  usage  of  its  computers.  The  department  should 
have  a  policy  about  employee  use  of  computer  resources.  Such  a 
policy  should  be  designed  and  implemented  to  hold  employees  clearly 
accountable  for  their  actions.  Subsequent  to  our  initial  review, 
personal  applications  were  removed  from  the  system. 

Department  management  issued  a  memorandum  effective  December  13,  1988, 
requiring  administrators  of  facilities  with  access  to  the  department's  computer  system 
to  notify  the  Information  Services  Bureau  of  employment  status  changes  of  those 
employees  who  use  computer  terminals.  Due  to  the  sensitive  nature  of  data  on  the 
department's  computer  system,  we  believe  passwords  should  be  changed  periodically. 
MOMS  section  1-0250.00  requires  each  department  head  to  "develop  and  maintain 
written  internal  policies  and  procedures  to  assure  security  of  data  and  information 
technology  resources."  A  policy  regarding  use  of  the  department's  computer  system 
would  clarify  the  uses  the  department  permits. 

RECOMMENDATION  #12 

We    recommend    the    department    implement    policies    and    procedures    to 

strengthen  access  controls  over  and  control  use  of  its  computer  system. 
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Cash  Controls 

Department  personnel  at  each  facility  are  responsible  for  establishing  controls 
over  cash  collected  and  expended  for  that  facility's  operations.  In  addition,  state 
policy  requires  agencies  with  custodian  cash  accounts  to  adopt  their  own  internal 
control  procedures  to  safeguard  the  assets. 

Personnel  at  each  facility  take  custody  of  residents'  cash  upon  admittance  to 
the  facility.  Each  facility  has  a  fiduciary  responsibility  to  ensure  all  cash  received 
for  and  disbursements  made  on  behalf  of  residents  are  properly  processed  and 
recorded.  The  amount  of  cash  held  in  custody  on  behalf  of  residents  is  recorded  in 
the  agency  fund  on  each  facility's  primary  accounting  records,  but  resident  account 
activity  is  documented  in  subsidiary  records.  The  Schedule  of  Agency  Fund 
Additions  and  Deductions  on  page  40  shows  resident  account  activity  for  the  two 
fiscal  years  ended  June  30,  1988.  At  June  30,  1988,  the  department  held  over 
$1.5  million  in  custody  on  behalf  of  its  residents. 

During  our  audit,  we  noted  the  following  concerns  over  cash  controls. 

Cash  Safeguards 

Section  17-6-105(6),  MCA,  requires  state  agencies  to  deposit  cash  receipts 
daily  when  coin  and  currency  exceeds  $100,  total  receipts  exceed  $500,  or  at  least 
weekly  if  the  other  conditions  are  not  met.  Timely  deposit  is  a  control  to  safeguard 
cash  and  provide  timely  investment  of  funds.  In  our  review  of  cash  deposit 
transactions  within  the  department,  we  noted  instances  at  five  different  locations 
where  the  department  did  not  deposit  receipts  in  a  timely  manner. 

1 )  We  noted  five  instances  where  the  department's  central  office  received 
checks  ranging  from  $2,320  to  $5,626  and  deposited  the  checks  1  to 
7  days  from  the  date  of  receipt.  These  transactions  involved 
reimbursements  for  care  of  federal  inmates.  The  checks  had  been 
forwarded  from  the  Women's  Correctional  Center  and  pre-release 
centers  in  Missoula  and  Billings.  Reimbursements  for  federal  inmates 
are  billed  from  and  sent  to  the  Women's  Correctional  Center  and  the 
pre-release  centers,  but  are  not  deposited  and  recorded  until  received 
at  the  central  office.  In  order  to  improve  security  over  these  funds 
and  facilitate  compliance  with  state  laws  concerning  deposits,  the 
department  should  ensure  that  the  reimbursements  for  federal  inmates 
at  these  locations  are  sent  directly  from  the  federal  government  to 
the  central  office.  This  could  be  done  by  putting  the  facility's  name 
in  care  of  the  central  office  address  on  the  billing  form. 

2)  Personnel  at  the  Center  for  the  Aged  indicated  they  deposit  funds  as 
needed  or  at  least  once  every  two  weeks,  instead  of  at  least  weekly 
as  required  by  state  law. 
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3)  Swan  River  Forest  Camp  does  not  always  deposit  weekly  because  the 
bank  is  thirty  miles  from  the  camp  and  staff  are  not  always  available 
to  make  the  trip.  However,  the  camp  could  mail  its  deposits  to  the 
bank. 

4)  The  Missoula  Life  Skill  Center  deposits  weekly  regardless  of  the 
amount  of  cash  received.  The  director  of  the  center  was  not  aware 
of  the  legal  limits  for  deposit  frequency,  but  stated  that  the  center 
deposited  weekly  to  minimize  the  use  of  staff  time.  Weekly  receipts 
range  from  $1,000  to  $3,000. 

5)  Montana  State  Prison  does  not  always  deposit  resident  account  funds 
when  the  total  collections  exceed  $500.  Prison  accounting  personnel 
said  meeting  the  deposit  regulations  for  these  moneys  was  not  a  high 
priority  since  they  are  not  state  funds.  However,  the  state  deposit 
law  applies  to  all  funds  an  agency  receives. 

We  also  noted  the  following  instances  where  implementing  procedures 
required  or  recommended  in  state  policy  would  improve  safeguards  over  cash. 

1)  Employees  of  the  Missoula  Life  Skills  Center  do  not  restrictively 
endorse  checks  until  the  deposit  is  prepared.  State  policy  requires 
negotiable  instruments  to  be  safeguarded  by  restrictive  endorsement 
at  the  time  of  initial  receipt. 

2)  Center  for  the  Aged  personnel  wrote  checks  on  the  revolving  checking 
account  with  only  one  authorized  signature.  For  better  internal 
control,  state  policy  recommends  that  checks  be  signed  by  two 
authorized  individuals. 

3)  Center  for  the  Aged  personnel  do  not  log  collections  daily  as 
recommended  by  state  policy.  Center  personnel  log  the  collections 
when  preparing  the  deposit. 

These  instances  of  noncompliance  occurred  primarily  because  agency 
personnel  lack  an  understanding  and  knowledge  of  state  accounting  policies. 
Personnel  responsible  for  handling  cash  should  become  familiar  with  state  laws, 
policies,  and  procedures  related  to  collections,  deposits  and  nontreasury  cash  accounts. 

RECOMMENDATION  #13 

We  recommend  the  department  establish  more  effective  procedures  to 
safeguard  cash  and  to  ensure  compliance  with  state  laws  and  policies 
regarding  collections,  deposits,  and  nontreasury  cash  accounts. 
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Segregation  of  Cash  Duties 

During  our  review  of  internal  controls  over  resident  accounts,  we  noted  an 
inadequate  segregation  of  duties  at  SRFC  and  MDC.  At  SRFC  one  employee  is 
responsible  for  safeguarding  cash  until  deposited,  preparing  and  signing  checks  to 
disburse  cash  from  resident  accounts,  preparing  bank  deposits,  and  recording  resident 
account  activity.  This  individual  also  prepares  the  bank  account  reconciliation.  At 
MDC,  we  found  the  individual  responsible  for  preparing  the  deposit  ticket  was  also 
making  the  deposit.  Additionally,  we  noted  that  bank  reconciliations  were  not 
reviewed  by  someone  other  than  the  preparer  in  fiscal  year  1986-87  and  that  resident 
account  ledgers  were  not  reconciled  to  bank  statements  during  fiscal  year  1987-88. 

State  policy  requires  the  responsibilities  for  recordkeeping,  authorization, 
operations,  and  custodianship  be  separated  if  feasible.  In  processing  cash  collections, 
a  plan  for  assigning  duties  to  employees  should  be  prepared  whenever  sufficient  staff 
is  available  to  achieve  separation  of  duties.  The  lack  of  an  adequate  segregation  of 
duties  weakens  controls  over  the  prevention  and  discovery  of  errors  and  irregularities. 

Department  personnel  indicated  there  is  a  lack  of  personnel  to  effectively 
segregate  these  duties.  However,  we  believe  a  more  effective  segregation  of  duties 
is  possible  with  existing  staff  levels.  For  example,  at  SRFC  the  accounting  technician 
could  be  responsible  for  recordkeeping  functions,  the  administrative  aide  for 
custodianship,  and  the  superintendent  for  reconciling  the  bank  account.  Although 
check  authorization  would  be  shared  by  all  these  individuals,  segregation  of  duties 
among  the  other  functions  would  provide  adequate  controls  over  the  overall  system. 
MOMS  section  2-1210.90  shows  an  example  of  an  employee  assignment  plan  which 
segregates  duties  in  this  manner. 

RECOMMENDATION  #14 

We  recommend  the  department  adequately  segregate  duties  of  personnel 

responsible  for  resident  accounts. 


Summary  of  Control  Weaknesses 

As  indicated  by  the  previous  report  sections  concerning  controls,  internal 
control  weaknesses  exist  in  many  of  the  department's  key  control  systems  and  at  most 
of  its  facilities.  Without  effective  internal  control  systems,  the  department  has  a 
greater  risk  that  significant  errors  or  irregularities  will  occur  and  not  be  detected. 
Department  personnel  indicate  many  of  the  weaknesses  result  from  lack  of  sufficient 
staff.  It  also  appears  that  management  personnel  at  the  department's  facilities  do  not 
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understand  internal  control  systems  and  are  not  familiar  with  state  laws  and  policies 
concerning  controls.  We  believe  the  department  could  implement  more  effective 
control  systems  and  improve  compliance  with  state  laws  and  policies  by  providing 
management  personnel  training  in  these  areas. 

RECOMMENDATION  #15 

We  recommend  the  department  provide  training  to  management  personnel 
to  improve  their  understanding  of  internal  control  systems  and  knowledge 
of  related  state  laws  and  policies. 

MEDICAL  RESEARCH 

Section  53-21-202(3),  MCA,  requires  the  department  to  perform  scientific 
and  medical  research  investigations  relative  to  the  incidence,  cause,  prevention, 
treatment,  and  care  of  the  mentally  ill.  As  noted  in  our  prior  report,  the  department 
is  not  performing  any  scientific  or  medical  research  investigations. 

RECOMMENDATION  #16 
We  recommend  the  department: 

A.  Comply  with  state  law  regarding  medical  research  investigations  for 
the  mentally  ill;  or 

B.  Seek  legislation  to  remove  the  requirement  from  state  law. 

CASH  MANAGEMENT 

The  following  sections  discuss  situations  in  which  cash  management  and 
compliance  with  state  laws  and  regulations  can  be  improved. 

Veterans'  Administration  Reimbursements 

The  MVH  submits  a  quarterly  expense  report  to  the  Veterans'  Administration 
(VA)  for  care  of  MVH  residents  (CFDA  #64.015).  At  the  same  time,  MVH  bills  the 
VA  for  per  diem  at  the  appropriate  domiciliary  and  nursing  home  rates  based  on 
occupancy  records.  Central  Office  usually  receives  the  reimbursement  within  a 
month  after  the  end  of  the  quarter.  Through  inquiry  of  institution  management  and 
review  of  federal  regulations,  we  determined  that  MVH  was  not  limited  to 
reimbursement  on  a  quarterly  basis.  Therefore,  MVH  could  draw  funds  from  the  VA 
more  frequently. 
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In  response  to  an  issue  raised  in  our  last  audit  at  MVH,  accounting  personnel 
obtained  interentity  loans  of  $140,000  in  April  1987  and  $217,441  in  June  1988  to 
enable  the  department  to  properly  record  expenditures  in  the  Special  Revenue  Fund 
at  fiscal  year-end.  We  analyzed  the  cash  use  in  the  federal  accounting  entity  and 
determined  that  the  department  borrowed  more  cash  from  the  General  Fund  than 
was  needed  to  meet  the  anticipated  expenditures  of  the  fourth  quarter  of  fiscal  years 
1986-87  and  1987-88.  MVH  personnel  borrowed  an  amount  based  on  an  estimate 
of  quarterly  reimbursement  without  adjusting  for  cash  already  on  hand.  As  a  result, 
the  MVH  borrowed  approximately  $95,000  more  than  needed  each  fiscal  year. 

Section  17-2-108,  MCA,  requires  the  department  to  expend  non-general 
fund  money  wherever  possible  before  using  general  fund  appropriations.  More 
frequent  cash  draws  should  reduce  the  need  for  interentity  loans  and  improve  cash 
management  at  MVH.  We  estimate  the  present  schedule  of  drawing  VA  funds  cost 
the  General  Fund  $3,783  and  $5,756  in  lost  interest  during  fiscal  years  1986-87  and 
1987-88,  respectively.  In  addition,  accounting  personnel  prepare  lengthy  adjustment 
documents  to  move  transactions  between  funds  in  an  attempt  to  comply  with  the 
requirement  of  state  law.  By  drawing  VA  cash  more  often,  the  time  expended  in 
making  these  adjustments  can  be  applied  to  other  tasks. 

RECOMMENDATION  #17 

We  recommend  the  department  draw  VA  funds  more  frequently  to  alleviate 

cash  flow  problems  at  MVH. 


Non-General  Fund  Expenditures 

In  addition  to  the  problems  associated  with  VA  funds  (CFDA  #64.015) 
described  in  the  preceding  section,  we  found  instances  at  other  locations  within  the 
department  where  non-general  fund  money  was  not  spent  before  general  fund  money 
to  the  extent  possible  and  reimbursable  expenditures  were  not  recorded  in  accordance 
with  state  accounting  policy. 

1)  Montana  State  Prison  did  not  record  expenditures  in  the  Special 
Revenue  Fund  for  the  full  amount  of  the  federal  boarder 
reimbursement  (CFDA  #16.999).  As  a  result,  expenditures  were 
understated  in  the  Special  Revenue  Fund  and  overstated  in  the 
General  Fund  by  $44,827  in  fiscal  year  1986-87.  Prison  personnel 
corrected  the  accounting  records  for  this  error  in  fiscal  year  1987- 
88. 

2)  Swan  River  Forest  Camp  did  not  record  expenditures  in  the  Special 
Revenue    Fund    for    the    full    amount    of    the    federal    boarder 
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reimbursement  (CFDA  #16.99)  or  for  the  School  Breakfast  and  Lunch 
programs  (CFDA  #10.553  and  #10.555,  respectively).  As  a  result, 
expenditures  were  understated  in  the  Special  Revenue  Fund  and 
overstated  in  the  General  Fund  by  $6,036  in  fiscal  year  1987-88. 

In  both  cases  described  above,  agency  personnel  responsible  for  the 
transactions  were  new  to  the  department  and  not  aware  of  the  procedures  for 
recording  this  activity.  One  employee  expressed  interest  in  obtaining  additional 
training  in  state  accounting  policy,  but  said  the  training  was  offered  in  half  day 
increments  in  Helena  that  did  not  accommodate  the  workload  of  his  facility. 

Central  Office  personnel  also  recorded  all  audit  costs  in  the  General  Fund 
in  fiscal  year  1987-88,  although  spending  authority  and  cash  were  available  in  non- 
general  fund  entities.  These  costs  should  have  been  split  on  a  percentage  basis 
between  nine  appropriations:  one  in  the  General  Fund,  five  in  the  Special  Revenue 
Fund,  and  three  in  the  Internal  Service  Fund.  As  a  result  of  not  allocating  audit  costs 
properly,  expenditures  were  understated  by  $1,401  and  $728  in  the  Special  Revenue 
Fund  and  Internal  Service  Fund,  respectively,  and  overstated  by  $2,129  in  the 
General  Fund. 

RECOMMENDATION  #18 

We  recommend  the  department  ensure  non-general  fund  money  is  spent 

before  general  fund  money  to  the  extent  possible,  as  required  by  state  law. 


ACCOUNTING  ISSUES 

Expenditure  Coding 

State  accounting  policies  require  claims  for  payments  to  be  properly 
supported.  Additionally,  the  support  should  agree  with  the  coding  on  the  accounting 
document.  Object  of  expenditure  codes  are  used  to  identify  the  nature  of  amounts 
disbursed.  To  ensure  the  accuracy  and  usefulness  of  information  on  accounting 
records,  agencies  should  make  proper  and  consistent  use  of  expenditure  objects.  We 
noted  several  instances  in  which  department  personnel  made  errors  when  coding 
objects  of  expenditure.   The  errors  we  noted  are  summarized  as  follows. 

1)  Central  Office  distributes  alcohol  tax  proceeds  to  counties.    During 

the  audit  period.  Central  Office  personnel  made  an  error  when  coding 
the  distributions.  From  October  1986  until  June  1988,  the 
distributions  were  coded  to  expenditure  object  #61 10  -  Outpatient 
Individual.  The  county  distributions  should  have  been  coded  to 
expenditure  object  #5110  -  Distribution  of  Alcohol  Tax  to  Counties. 
As  a  result  of  the  miscodings,  the  expenditures  for  Grants  from  State 
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Sources  was  overstated  and  Local  Assistance  from  State  Sources  was 
understated  by  $1,136,124  for  fiscal  year  1986-87.  Central  Office 
personnel  corrected  the  department's  accounting  records  for  the  fiscal 
year  1987-88  errors,  which  totalled  $1,280,200,  prior  to  fiscal  year- 
end  1988. 

2)  Prison  personnel  coded  inmate  payroll  expenditures  in  the  Care  and 
Custody  Program  and  the  Prison  Canteen  Program  to  expenditure 
object  #2812  -  Allowances  rather  than  to  #1250  -  Inmate  Pay.  As  a 
result  of  this  procedure,  the  Allowances  account  was  overstated  and 
the  Inmate  Pay  account  was  understated  as  presented  below. 

Special 
General  Revenue 

Fund  Fund 

Fiscal  Year  1985-86  $135,310  $   7,604 

Fiscal  Year   1986-87  163,014  12,130 

Fiscal  Year   1987-88  181,477  12,854 

3)  Prison  personnel  recorded  a  $351,110  expenditure  associated  with  a 
judgement  against  the  prison  to  expenditure  object  #2157  - 
Contracted  Services-Professional  and  Legal  Counsel,  during  fiscal  year 
1986-87.  The  prison  should  have  coded  the  expenditure  to  object 
#7104  -  Benefits  and  Claims  to  Individuals- Judgement. 

4)  The  prison  grants  canteen  profits  to  the  Inmate  Welfare  Account  since 
profits  are  generated  by  sales  to  inmates.  Prison  personnel  record  the 
monthly  disbursement  of  canteen  profits  from  the  Special  Revenue 
Fund  to  the  Inmate  Welfare  Account  in  the  Agency  Fund  as 
expenditure  object  #2899  -  Operating-General.  The  transaction 
represents  a  grant  rather  than  an  operating  expense,  so  it  should  have 
been  charged  to  expenditure  object  #6199  -  Grant  from  State  Sources 
-  Other.  As  a  result  of  these  miscodings,  operating  expenditures  in 
the  Special  Revenue  Fund  were  overstated  and  grant  expenditures 
understated  by  $20,115,  $17,609,  and  $27,280  during  fiscal  years 
1985-86,  1986-87,  and  1987-88,  respectively. 

5)  Employees  at  the  prison  coded  $49,650  in  services  provided  during 
fiscal  years  1985-86,  1986-87  and  1987-88  by  a  county  sheriffs  office 
for  guarding  inmates  in  a  hospital  to  expenditure  object  #2102  - 
Contracted  Services-Consultant  and  Professional  Services.  The  prison 
should  have  charged  expenditure  object  #2 1 43  -  Contracted  Services  - 
Security  Protection. 

6)  Center  for  the  Aged  personnel  coded  a  purchase  of  "party  supplies" 
as  expenditure  object  #2902  -  Goods  Purchased  for  Resale- 
Merchandise.  The  agency's  internal  requisition  form  indicated  the 
object  of  expenditure  should  have  been  coded  to  object  #2202  - 
Supplies  and  Material-Athletic  and  Recreational.  We  noted  the 
support  for  the  expenditure  did  not  agree  with  the  coding  on  the 
accounting  document. 
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The  coding  errors  noted  above  resulted  from  employee's  unfamiliarity  with 
state  expenditure  object  coding,  inadequate  reviews  of  accounting  documents  by 
authorizing  individuals,  and  human  error.  Accounting  personnel  in  the  various 
facilities  should  use  the  object  of  expenditure  listing  contained  in  the  Montana 
Operations  Manual  to  ensure  accuracy  of  expenditure  coding. 

RECOMMENDATION  #19 

We  recommend  department  accounting  personnel  follow  the  object  of 
expenditure  listing  in  the  Montana  Operations  Manual  to  ensure  expenditure 
transactions  are  properly  coded. 

Revenue  and  Expenditure  Recognition 

Generally  accepted  accounting  principles  (GAAP)  and  state  law  and  policy 
provide  guidelines  for  recording  revenue  and  expenditures.  During  our  review  of 
department  accounting  records,  we  noted  the  following  instances  which  were  not  in 
compliance  with  GAAP  and  state  accounting  law  and  policy. 

1)  The  department  improperly  records  revenue  for  Medicaid 
reimbursements  in  the  General  Fund  that  are  transferred  from  the 
Department  of  Social  and  Rehabilitation  Services  (SRS).  Because  the 
moneys  are  transferred  from  one  state  department  to  another,  the 
transactions  should  be  recorded  as  transfers  in  rather  than  revenue  at 
the  Department  of  Institutions.  As  a  result,  transfers  in  are 
understated  and  revenues  are  overstated  on  the  state's  accounting 
records  by  $3,867,805  in  fiscal  year  1986-87  and  $4,040,509  in  fiscal 
year  1987-88. 

The  department  did  not  record  $788,385  in  Medicaid  reimbursements 
earned  during  fiscal  year  1986-87  in  its  General  Fund.  The 
department  reduced  its  reimbursement  accrual  at  the  request  of  SRS 
personnel  when  SRS  exhausted  its  appropriation  authority  for 
Medicaid  state  matching  funds.  Since  the  federal  portion  of  the 
reimbursement  funds  was  not  recorded  as  General  Fund  revenue  by 
the  department,  the  state's  General  Fund  balance  was  understated  by 
$521,687  at  fiscal  year-end  1986-87.  State  law  and  generally  accepted 
accounting  principles  require  that  revenue  and  transfers  in  be  recorded 
in  the  year  in  which  the  corresponding  service  was  provided. 
Regardless  of  action  taken  by  SRS,  the  department  should  have 
accrued  the  reimbursement  earned. 

A  possible  long  term  solution  to  this  problem  would  be  for  the 
legislature  to  appropriate  only  the  federal  portion  of  the  medicaid 
reimbursement  at  SRS  and  appropriate  General  Fund  match  at  each 
institution.  The  Governor's  budget  for  the  1991  Biennium  proposed 
this  approach. 

2)  At  fiscal  year  end  1986-87,  Montana  Veteran's  Home  personnel  made 
an  entry  recording  payments  owed  by  the  Veterans'  Administration 
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(CFDA  #64.015)  but  not  yet  received  as  deferred  revenue  in  the 
Special  Revenue  Fund.  Since  the  payments  are  calculated  on  a  per 
diem  rate  and  paid  on  a  reimbursement  basis,  the  revenue  was  actually 
earned  during  fiscal  year  1986-87  and  should  not  have  been  deferred. 
State  accounting  policies  require  revenue  earned  in  a  Special  Revenue 
Fund  to  be  recorded  when  the  revenue  is  measurable  and  available. 
As  a  result  of  this  error,  revenue  was  understated  and  deferred 
revenue  was  overstated  by  $128,931  in  the  Special  Revenue  Fund 
during  fiscal  year  1986-87. 

3)  Prison  ranch  accounting  personnel  record  raw  milk  sales  to  a  private 
company  as  revenue  for  the  net  amount  of  cash  received.  The  total 
sales  are  reduced  by  expenses  associated  with  hauling  charges, 
marketing  charges,  dairy  products  commission,  national  promotion 
board  fees,  commodity  credit  assessment,  and  supplies.  The  purchaser 
then  remits  the  net  sales  amount  to  MSP.  The  sales  contract  does  not 
specify  whether  the  seller  or  buyer  is  obligated  for  the  deductions 
taken,  but  the  substance  of  the  transaction  is  that  the  prison  pays  for 
the  deductions.  Therefore,  the  prison  should  recognize  the  total  sales 
amount  as  revenue  and  recognize  the  related  deductions  as  operating 
expenditures. 

As  a  result  of  this  procedure,  expenditures  and  revenue  in  the  Internal 
Service  Fund  were  understated  by  $60,209,  $76,896,  and  $80,631 
during  fiscal  years  1985-86,  1986-87,  and  1987-88,  respectively.  In 
addition,  we  noted  the  prison  would  have  overexpended  its 
appropriation  authority  by  $2,773  during  fiscal  year  1987-88  had 
these  sales  been  recorded  in  accordance  with  state  law  and  GAAP. 
Prison  officials  stated  the  current  contract  and  procedure  was  common 
practice  within  the  milk  industry. 

4)  The  Montana  Developmental  Center  received  supplies  during  April  of 
1987.  Accounting  personnel  did  not  pay  for  and  record  the 
expenditure  related  to  these  supplies  until  fiscal  year  1987-88.  At  that 
time,  the  center  properly  recorded  the  payment  as  a  prior  year 
expenditure.  Consequently,  expenditures  in  the  General  Fund  were 
understated  by  $6,136  during  fiscal  year  1986-87  and  the  center  lost 
a  cash  discount  of  $123.02  by  not  paying  for  the  supplies  in  May  1987. 

5)  Montana  Developmental  Center  employees  accrued  a  liability  for 
services  not  received  by  fiscal  year-end.  State  accounting  policies 
require  services  to  have  been  rendered  during  the  year  in  which  the 
anticipated  expenditure  is  accrued.  As  a  result,  expenditures  and 
accrued  expenditures  were  overstated  in  the  General  Fund  by  $2,910 
during  fiscal  year  1986-87. 

The  above  errors  resulted  from  employee  misunderstandings  regarding  year 
end  accruals  and  proper  revenue  and  expenditure  recognition,  inadequate  review 
procedures,  untimely  payments,  and  human  error. 
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RECOMMENDATION  #20 

We  recommend  the  department  develop  more  effective  procedures  to  ensure: 

A.  Year-end  accruals  are  adequately  reviewed  for  accuracy;  and 

B.  Revenues  and  expenditures  are  properly  recognized  and  recorded  in 
a  timely  manner  in  the  appropriate  fiscal  year. 


Internal  Service  Funds 

During  our  review  of  activity  in  the  Prison  Ranch  and  Prison  Industries 
Internal  Service  Funds,  we  noted  the  Prison  Ranch  accounts  for  dairy  and  cattle  sales 
to  non-governmental  entities  in  an  Internal  Service  Fund.  Additionally,  we  noted 
furniture  sales  to  non-governmental  entities  in  the  Prison  Industries  Internal  Service 
Fund. 

Section  17-2- 102(b),  MCA,  defines  an  Internal  Service  Fund  as  a  fund  which 
accounts  for  goods  or  services  provided  by  one  department  or  agency  to  other 
governmental  entities  on  a  cost-reimbursed  basis.  Based  on  our  review,  we  believe 
the  activity  reported  in  these  funds  is  no  longer  confined  to  sales  within  governmental 
agencies  and  should  be  recorded  in  an  Enterprise  Fund  instead  of  an  Internal  Service 
Fund. 

A  department  official  stated  the  department  had  not  considered  the  effect  of 
selling  these  products  to  non-governmental  entities  on  its  fund  structure. 

RECOMMENDATION  #21 

We  recommend  the  department  reclassify  the  Internal  Service  Funds  which 

sell  goods  to  non-governmental  entities  as  Enterprise  Funds. 

ACCOUNTING  TRAINING 

In  the  Cash  Management  and  Accounting  Issues  sections  on  pages  25  through 
31,  we  discuss  five  issues  related  to  maintaining  accounting  records  of  the 
department's  financial  activity  in  accordance  with  state  law  and  policy.  Some  types 
of  the  accounting  errors  discussed  occurred  at  several  of  the  department's  facilities. 
Many  of  the  types  of  errors  noted  occurred  at  MSP  and  SRFC,  where  key  accounting 
personnel  had  changed  since  the  prior  audit.  Some  errors  occurred  due  to  changes 
in  the  nature  of  the  department's  financial  transactions.  The  department's  review 
procedures  were  not  adequate  to  prevent  or  detect  the  errors;  or  to  ensure  errors 
were  properly  corrected. 
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The  department  should  provide  additional  training  and  technical  support  for 
accounting  personnel  to  improve  the  accuracy  of  its  accounting  records.  The 
department  should  provide  regular  training  to  all  accounting  personnel  regarding 
spending  non-General  Fund  money  first,  expenditure  coding,  and  revenue  and 
expenditure  recognition.  The  department's  central  office  should  also  provide 
technical  assistance  to  accounting  personnel  at  facilities  with  unique  financial 
transactions  or  situations.  Central  office  personnel  should  also  work  with  facilities 
to  determine  if  the  nature  of  financial  activity  is  changing  and  if  such  changes 
require  changes  in  the  accounting  records. 

RECOMMENDATION  #22 

We  recommend  the  department  provide  training  and  technical  assistance  to 

accounting  personnel  to  ensure  compliance  with  state  accounting  laws  and 

policies. 
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INDEPENDENT  AUDITOR'S  REPORT  AND 
DEPARTMENT  FINANCIAL  SCHEDULES 


SUMMARY  OF  INDEPENDENT  AUDITOR'S  REPORT 

The  auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader 
of  the  financial  schedules  the  degree  of  reliance  which  can  be  placed  on  the  amounts 
presented.  We  issued  a  qualified  opinion  on  the  Schedule  of  Budgeted  Revenue  and 
Transfers  In  -  Estimated  and  Actual  for  the  two  fiscal  years  ended  June  30,  1988. 
This  schedule  is  misstated  due  to  a  misclassification  between  charges  for  services  and 
other  financing  sources.  The  reader  should  use  caution  when  using  financial 
information  from  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  included 
in  this  schedule. 

We  issued  an  unqualified  opinion  on  all  other  financial  schedules  prepared 
from  SBAS.  The  unqualified  opinion  means  the  schedules  are  fairly  stated  in  all 
material  respects  and  the  user  of  this  SBAS  information  can  rely  on  the  information 
presented. 
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STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


LEGISLATIVE  AUDITOR: 
SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  financial  schedules  of  the  Department  of  Institutions  for 
each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988,  as  shown  on  pages  36 
through  44.  These  financial  schedules  are  the  responsibility  of  the  department's 
management.  Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1  to  the  financial  schedules,  the  department's  financial 
schedules  are  prepared  in  accordance  with  state  accounting  policy  and  are  not 
intended  to  be  a  presentation  in  conformity  with  generally  accepted  accounting 
principles. 

The  department  records  the  General  Fund  matching  share  of  Medicaid 
reimbursements  transferred  from  the  Department  of  Social  and  Rehabilitation 
Services  as  budgeted  revenue  in  the  "Charges  for  Services"  classification.  Because  the 
moneys  are  transferred  from  one  state  department  to  another  within  the  same  fund, 
this  activity  should  be  recorded  as  budgeted  transfers  in  and  classified  as  other 
financing  sources.  As  a  result,  other  financing  sources  are  understated  and  charges 
for  services  are  overstated  by  $4,040,509  in  fiscal  year  1987-88  and  53,867,805  in 
fiscal  year  1986-87.   The  related  revenue  estimates  are  similarly  misstated. 
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In  our  opinion,  except  for  the  effect  of  the  matter  discussed  in  paragraph 
four,  the  Schedule  of  Budgeted  Revenue  and  Transfers  In  -  Estimated  and  Actual 
presents  fairly  the  results  of  operations  of  the  Department  of  Institutions  for  the  two 
fiscal  years  ended  June  30,  1988,  in  conformity  with  the  basis  of  accounting 
described  in  Note  1. 

In  our  opinion,  the  Schedule  of  Changes  in  Fund  Balances,  the  Schedules  of 
Budgeted  Agency  Expenditures  and  Transfers  Out  by  Object  and  Fund  -  Budgeted 
and  Actual,  and  the  Schedule  of  Agency  Fund  Additions  and  Deductions  present 
fairly,  in  all  material  respects,  the  results  of  operations  and  changes  in  fund  balances 
of  the  Department  of  Institutions  for  each  of  the  two  fiscal  years  ended  June  30,  1987 
and  1988,  in  conformity  with  the  basis  of  accounting  described  in  Note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  31,  1989 
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DEPARTMENT  OF  INSTITUTIONS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


FUND  BALANCE,  JULY  1,  1986 
ADDITIONS: 

Fiscal  Year  1986-87 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Revenue 

Cash  Transfers  In 

Direct  Entries  to  Fund  Balance 

Support  from  State  of  Montana 
Fiscal  Year  1987-88 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Cash  Transfers  In 

Direct  Entries  to  Fund  Balance 

Support  from  State  of  Montana 
Total  Additions 

REDUCTIONS: 

Fiscal  Year  1986-87 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustment 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 

Fiscal  Year  1987-88 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Total  Reductions 

FUND  BALANCE,  JUNE  30,  1988 


General  Fund 
$         0 


14,247,719 

45,430 
902,660 


73,147 
44,203,137 

15,613,843 

46,420 

1,440,781 

179,295 

43.091.659 

119.844.091 


Special 
Revenue  Fund 

$       761^41 


4,657,828 

1,746 

22,978 

(34,161) 

3,677,670 


5,724,577 

3,351 

147,962 

3,609,627 


17.811.578 


Internal 
Service  Fund 

$3.598.721 


1,972,060 
(3,475) 


2,281,269 
(899) 


59,487,183 

8,440,340 

1,819,497 
(662,714) 
331 

3,918 

(31,463) 

(19,008) 

(6,308) 
52,172 

(1,323) 

60,354,401 

9,367,172 

2,012,868 

5,917 

(315,982) 
(13,334) 

11,680 

48,363 

69.368 

17.939.644 

(1,268) 

119.844.091 

2.838.075 

$        0 

$   633,575 

$5,009,601 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  on  pages  41  through  44. 


Additional  information  is 
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DEP/JRTME'JT  OF  INSTITUTICNS 

SCHEDULE  OF  SUDGETED  PEVE^UE  AND  TRANSFE'^S  IN  -  ESTIMATED  AND  ACTUaL 

FCS  THE  TWO  FISCAL  YEAi^S  ENDED  JUNE  30,  1988 


Charges  Grants,      Sale  of    Rentals,  Other 

For      Federal   Contracts    Merchandise   Leases,  &  Financing 

Services  Assistance  &  Donations   &  Documents   Royalties  Mi  see  I laneous     Sources 


Federal 

Indirect 

Cost 
Recoveries  Grand  Total 


F i seal  Year  1987-38 


GENERAL  FUND 


Estimated  Revenue 

$15,739,403 

$   56,000 

$ 

2,250 

$ 

116, 

,171 

$10 

,500 

Actual  Revenue 

15,i13.865 

57,078 

2,677 

129, 

,028 

11 

,195 

Collections  Over 

(Under)  Estimate 

$  (325.538) 

$    1.078 

$_ 

427 

S 

■ 

12 

.857 

$__ 

695 

SPECIAL  REVENUE  FUND 

Estimated  Revenue 

$  1,191,317 

$4,398,256 

$ 

22, 

,700 

$ 

78A,264 

Actual  Revenue 

1.077,692 

3,821,070 

13 

,000 

807.562 

Collections  Over 

(Under)  Estimate 

$  (113.625) 

$  (577,186) 

$_ 

(9 

.700) 

$ 

23.298 

INTERNAL  SERVICE  FUND 

Estimated  Revenue 

$2 

,128,370 

Actual  Revenue 

2 

,281,269 

Collections  Over 

(Under)  Estimate 

$ 

152,899 

$3,000 
5,253 

$2,253 


$15,924,324 
15.613,843 

$  (310.481) 


$  6,399,537 
5.724,577 

$  (674,960) 


$  2,128,370 
2,281,269 

$   152,899 


Fiscal  Year  1986-87 


GENERAL  FUND 
Est  L.iated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$13,999,852 

14,073,755 

$         73  883 


29,000 
27,191 

(1 .809) 


$  1,149,482      $3,713,572      $  28,510 
1,167,262         2.792,919  12.567 


"80   $  (920  653)  $(15.943) 


$    3,700 

$ 

232,674 

$  7,000 

2,744 

131,188 

12,861 

S     (956) 

$( 

'31  .456) 

$  5  261 

$  610,099 

$ 

5,214 

682,518 

2,562 

$   72,419 

$_ 

(2  652) 

$2,375,442 

1,972,060 

$  (403.382) 

$  402   $14,272,628 
0    14.247,719 


$(402)   $ 


(24,909) 


$  5,506,877 
4,657,828 

$  (849,049) 


$  2,375,442 
1,972,060 

$  (403,382) 


This  schedule  is  preoared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  41  through  44. 
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DEPARTMENT  OF  INSTITUTIOf^S 
SCHEDULE  OF  BUDGETED  AGENCY  EXPENDITURES  AND  TRANSFERS  OUT  BY  OBJECT  AND  FUND  -  BUDGETED  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1988 


Institutions 
Central 
Office 


Montana 
Developmental 
Center 


Center 

for  the 

Aged 


Eastmont 
Human 

Services 
Center 


Montana  Montana      Montana     Montana 

State    Swan  River   Veterans'     State     Board  of 

Prison     Forest  Camp    Home       Hospital     Pardons 


TOTAL 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 


$  3,105,772   $  7,173,723 


681.474 
3.787.246 


2.944.384 
10.118.107 


$  518,637 
1,095,353 

512,349 


$1,394,984 


431^290 


$  7,765,575 
154,393 

2.245.717 


2.126.339    1.826.274    10.165.685 


$503,506 
7,750 

129.169 
640,425 


$1,224,310 


394.631 
1.618,941 


$12,925,391 
149 

4,593,821 
17,519,361 


$  90,000   $34,701,898 

1,257,645 

17,250       17,250 

19.217    11.952,052 

126.467    47.928,845 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  For  Resale 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Livestock 
Intangible  Assets 
Total 

DEBT  SERVICE 
Leases 
Total 


2,204,228 

200,299 

34,698 

104,310 

425,329 

18,103 

105,561 

638,085 

2,286 

3,732,899 

227,585 

897,563 

314,603 

111,154 

2,482,603 

90,803 

268,673 

1,373,706 

3,089 

5,769,779 

160,360 

80,518 

12,550 

8,746 

119,526 

6,150 

9,589 

162,152 

9,968 

569,559 

66,369 

7,733 

1,961 

742 

47,372 

3,003 

580 

36,132 

13,738 

177,630 

199,694 

27,177 

2,664 

165 

12,678 

1,000 

3,274 

22,650 

269,302 

29,952 

353,234 

88,372 

62,115 

566,153 

33,862 

80,958 

746,150 

1,960,796 

58,350 

70,736 

31,064 

18,875 

370,331 

21,176 

15,716 

257,810 

2,442 

846,500 

46,370 

15,166 

5,390 

7,400 

316,722 

51,567 

3,462 

31,715 

1,831 

479,623 

4.718 
496.020 

1.024.654 
5.365.368 

51,772 
277,436 

16.023 
503.836 

126,537 
3,394,987 

1,223,754 

2.992.908 

1.652.426 

313,507 

33,354 

15.029.842 

199,955 

72,288 

433 

12,356 

202,254 

17,800 

905 

6,075 

9,849 

114,474 

617,684 

17,800 

905 

199,955 


49,389 


49.389 


72.288 


433 


12.356 


220,959 


6,075 


9,849 


11^ 


i74 


440 


440 


636, 

,389 

49, 

,829 

49, 

,829 

CAPITAL  OUTLAY 
Bui Idings 

Other  Improvements 
Total 


51,370 
14.831 


66,201 


51,370 

14,831 


66,201 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


1,280,200 
1,280,200 


1,280,200 
1,280,200 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

TOTAL  PROGRAM  EXPENDITURES 


4,152,262 
2,590,873 
6,743,135 


4,152,262 

2,590,873 


6.743.135 
$15,052,833   $11,842,821   $2,622.792   $2,152,137   $15,818,213   $923,936   $2,132,626   $21,028.822   $160,261   $71,734,441 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$11,023,206   $11,852,735   $2,662,888   $2,239,779   $12,771,036   $832,234   $  516,400   $19,743,926   $160,439   $61,802,643 
10,613,200    11.804.934    2.616.110    2.150.715    12.458.662    803,951      462,329    19,284,239    160.261    60.354.401 


$_       410_^006 


47,801 


46_^778 


89,064 


312_J74       $  28.283 


54,071 


_459^687 


178   $  1,448.242 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  4,840,909   $ 

4,439.633 
$   401,276   $~ 


56,287 

37,887 


18,400   $_ 


9,735 
6.682 


3,053 


4,000 
1,422 


2,578 


$  1,502,916 

1.346.683 

$   156.233 


$141,212 

119,985 

$  21,227 


$1,683,137 

1.670.297 

$   12,840 


$  1,759,452 

1.744.583 

$    14,869 


$  9,997,648 

9.367.172 

$   630.476 


INTERNAL  SERVICE  FUND 

Budgeted  $    6,278 

Actual  

Unspent  Budget  Authority  $    6 . 278 


$  2,128,370 

2.012.868 

$   115,502 


$  2,134,648 

2.012.868 

$   121,780 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
pages  41  through  44. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
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DEDAPTME>JT  OF  INSTITUTIONS 
SCHEDULE  OF  SUDGeTED  AGENCY  EXPENDITURES  AND  TRAMSFESS  OUT  BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1987 


BUDGETED  AND  ACTUAL 


Eastmont 

Institutions 

Montana 

Center 

Human 

Montana 

Swan  River 

Montana 

Montana 

Montana 

Central 

Developmental 

for  the 

Services 

State 

Forest 

Veterans' 

State 

Board  of 

Office 

Center 

Aaed 

Center 

Prison 

Camo 

Home 

Hosoital 

Pardons 

TOTAL 

PERSONAL  SERVICES 

Salaries 

$  3,243,595 

$  7,021,173 

$1,186,384 

$1,347,628 

$  7,405,614 

$505,963 

$1,093,823 

$12,842,026 

$  85,686 

$34,731,897 

Hourly  Wages 

409,774 

141,958 

11,960 

641 

564,333 

Other  Compensation 

17,400 

17,400 

E.Tployee  Benefits 

697,348 

2,639,363 

548.222 

423,223 

2,228,165 

131,471 

326,091 

4.693.871 

18,029 

11.705,783 

Total 

3.940,943 

9,660.536 

2,144,380 

1,770,851 

9,775.737 

649,394 

1,419.919 

17.536,538 

121,115 

47,019,413 

OPERATING  EXPENSES 

Contracted  Services 

2,180,868 

178,465 

36,919 

110,987 

713,104 

22,035 

92,248 

290,203 

2,103 

3,626,932 

Supplies  and  Materials 

245,222 

793,458 

276,092 

107,947 

2,106,259 

80,147 

231,489 

1,270,709 

3,215 

5,164,538 

Conmuni cat  ions 

166,623 

74,371 

11,758 

9,147 

111,422 

6,441 

9,888 

171,232 

10,707 

571,594 

Travel 

60,889 

11,621 

2,957 

1,323 

35,732 

1,507 

1,571 

35,458 

14,159 

165,217 

Rent 

247,703 

10,561 

1,399 

165 

14,607 

841 

3,658 

17,386 

296,320 

Utilities 

68,957 

384,966 

88,875 

75,012 

526,223 

28,366 

81,168 

728,395 

1,981,962 

Repair  and  Maintenance 

74,122 

105,954 

32,512 

16,661 

381,516 

11,148 

19,000 

201,568 

3,459 

845,940 

Other  Expenses 

45,269 

15,519 

4,627 

3,852 

287,844 

51,844 

4,467 

29,489 

1,402 

444,313 

Goods  Purchased  For  Resale 

4,409 
459,548 

812,996 

4,989,703 

46.901 
249,230 

16.809 
510,298 

121,477 
2,365.917 

1,002,592 

Total 

3.089,658 

1.574,915 

325,094 

35,045 

14,099,408 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

126,879 

45,231 

12,630 

511 

214,838 

6,548 

5,201 

114,843 

1,147 

527,828 

Livestock 

sTT 

9,875 

224,713 

9,875 

Total 

126,879 

45,231 

12,630 

6.548 

5.201 

114,543 

1,147 

537,703 

DEBT  SERVICE 

Leases 

65,715 

65.715 

Total 

65,715 

65.715 

CAPITAL  OUTLAY 

Buildings 

21,396 

21,396 

Other  Improvements 

59,426 

59,426 

Total 

80,822 

80.S22 

LOCAL  ASSISTANCE 



From  State  Sources 

436,529 

436,529 

Total 

436,529 

436,529 

GRANTS 

From  State  Sources 

5,301,064 

5,301,064 

From  Federal  Sources 

2.206,366 

2,206,366 

Total 

7,507,430 

7,507,430 

TOTAL  PROGRAM  EXPENDITURES 

$15,167,154 

$11,280,682 

$2,616,558 

$2,096,456 

$15,070,975 

$905,172 

$1,935,418 

$20,517,298 

$157,307 

$69,747,020 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$11,334,061 

11.055.932 

$   278,129 

$11,503,659 

11,241,134 

$   262.525 

$2,629,589 

2,612,149 

$   17,440 

$2,178,491 

2.094,225 

$   84,266 

$12,538,685 

12.320.307 

$   218,373 

$812,007 

778,076 

$  33.931 

$142,897 

127,096 

$  15.801 

$ 
$~ 

$1 

1_ 

$~ 

446,080 

438,113 

7,967 

$19, 
18. 

$ 

,127,424 

,789,940 
337,484 

$159,842 

157.307 

$  2.535 

$60,729,833 

59,487,183 
$  1,242,655 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$  4,593,426 

4.111,222 
$   482,204 

$    68,952 

39,548 
$    29.404 

$    7,735 

4,409 
$    3,326 

$    3,000 

2.231 

$     769 

$  1,083,141 

931.171 

$   151.970 

,507,522 

,497,305 
10.217 

$  1, 

_1_ 
$ 

,740,353 

,727.358 

12.<595 

$  9,147,026 

8,440,340 

$   706,686 

INTERNAL  SERVICE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

$  2,587,999 

1,819,497 
$   768,502 

$  2,587,999 

1.819.497 
$   768,502 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  41  through  44. 
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DEPARTME'JT  OF  INSTITUTIONS 

SCHEDULE  OF  AGENCY  FUND  ADDITIONS  AND  DEDUCTIONS 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1988 


Institutions     Montana 
Central     Developmental 
Office        Center 


Eastmont 

Swan 

Center 

Human 

Montana 

River 

Montana 

Montana 

for  the 

Services 

State 

Forest 

Veterans' 

State 

Aaed 

Center 

Prison 

Camo 

Home 

HosDi tal 

Total 


Property  Held  in  Trust  Balance  at  July  1,  1986 

Prior  Period  Adjustments 

Property  Held  in  Trust  at  July  1,  1986,  as  restated 


$  217,591 


217_^91 


$120,378 


120,378 


$127,893 


127,893 


$39,997 

39.997 


$88,823 


88,823 


$3,400 


3,400 


$3,448    $1,967,964 

(168)       1,997 

3.280     1,969.961 


$  2,569,494 

1,829 

2,571,323 


ADDITIONS: 

Fiscal  Year  1986-87 

To  Facility's  Inmate/Patient/Resident  Accounts: 

Women's  Correctional  Center  (Note  A) 

Youth  Account  (Note  8) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 
Housing  Deposits  and  Self-Pay  Insurance 
Medicaid  for  Mental  Health  Centers: 

Prior  Year  Revenue  Adjustments 

Fiscal  Year  1987-88 

To  Facility's  Inmate/Patient/Resident  Accounts: 

Women's  Correctional  Center  (Note  A) 

Youth  Account  (Note  B) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self-Pay  Insurance 
Medicaid  for  Mental  Health  Centers: 

Prior  Year  Revenue  Adjustments 
TOTAL  ADDITIONS 


612 

22,964 

36,096 

127,359 

13,700 
165,955 


204 

3,643 

47,925 

161,233 

1,100 


106 

580,897 


432,401 


428,962 


861,363 


432,693 


423,276 


855,969 


128,204 


143,350 


271,554 


774,991 


969,649 


1,744,640 


78,928 


90,975 


169,903 


27,166 


28,851 


898,779 

2,773,162 

(612) 

0 

22,964 

36,096 

127,359 

8,195 

8,195 

13,700 

165,955 

722,573 

2,807,636 

(204) 

0 

3,643 

47,925 

161,233 

1,100 

24,125 

24,125 

106 


56,017     1.652,856 


6,193,199 


DEDUCTIONS: 

Fiscal  Year  1986-87 

From  Facility's  Inmate/Patient/Resident  Accounts: 

Youth  Account  (Note  B) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 
Housing  Deposits  and  Self-Pay  Insurance 
Medicaid  for  Mental  Health  Centers: 

Prior  Year  Revenue  Adjustments 


(12,459) 

(34,290) 

(130,818) 


(165,955) 


(430,781) 


(419,536) 


(116,173) 


(768,078) 


(76,657) 


(26,287)   (1,628,323) 


(6,323) 


(3,465,835) 

(12,459) 

(34,290) 

(130,818) 

(6,323) 

(165,955) 


Fiscal  Year  1987-88 

From  Facility's  Inmate/Patient/Resident  Accounts: 

Youth  Account  (Note  B) 

Billings  Life  Skills  Center 

Missoula  Life  Skills  Center 

Intensive  Supervision  Program 
Housing  Deposits  and  Self-Pay  Insurance 
Medicaid  for  Mental  Health  Centers: 

Prior  Year  Revenue  Adjustments 

Transfer  to  the  General  Fund 
TOTAL  DEDUCTIONS 

Property  Held  in  Trust  Balance  at  June  30,  1988 


(15,772) 

(50,070) 

(162,045) 

(500) 


(106) 
(218,255) 
(790.270) 

i       8,218 


(437,153) 


(867,939) 


$  113,802 


(417,629) 


(148,702) 


(971,306) 


(837.165)     (264,875)   (1.739.384) 
$  146  697     $  46,676   $    94 . 079 


(92,603)     (28,455)     (839,415) 


(24,493) 


(169.260)     (54,742)   (2,498.554) 


$   4,043     $  4,555   $  1 , 1 24 , 263 


(2,935,268) 

(15,772) 

(50,070) 

(162,045) 

(500) 

(24,493) 

(106) 

(218.255) 

(7.222.189) 

$  1,542,333 


Note  A:  Additions  and  deductions  for  the  Women's  Correctional  Center  are  included  in  the  additions  and  deductions  for  Montana  State  Hospital.  The  Women's  Correctional  Center  account 
balances  are  recorded  on  Institution's  Central  Office  accounting  records.  This  adjustment  represents  the  net  increase  in  Women's  Correctional  Center  account  balances  for  the  fiscal 
year  and  the  relationship  of  accountability  for  this  activity. 

Note  B:  The  Youth  Account  was  transferred  to  the  Department  of  Family  Services  in  October  1987. 


Most  of  the  property  held  in  trust  in  the  Agency  Fund  consists  of  cash  belonging  to  inmates,  patients,  and  residents  of  the  department's  facilities,   me  aepdi micm.  ai,i.a  a=>  a..  0,3=..^ 
by  accounting  for  these  moneys.  This  schedule  was  prepared  from  manual  records  maintained  at  the  department's  facilities  and  the  Statewide  Budgeting  and  Accounting  System.  Additional 
information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  41  through  44. 


The  department  acts  as  an  agent 
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DEPARTMENT  OF  INSTITUTIONS 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  10    IQSS 

1-  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  state  of  Montana  uses  the  modified  accrual  basis  of  accounting  for  the 
General,  Special  Revenue,  and  Agency  Funds,  which  is  described  in  the  Montana 
Operational  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists  when 
the  related  liability  is  incurred  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy. 

If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

Equipment  expenditures  may  be  charged  against  the  fiscal  year  in 
which  a  valid  purchase  order  is  issued. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expenditure  is  to  be  accrued. 

Obligations  for  employees'  vested  annual  leave  and  sick  leave  are 
recorded  as  expenditures  when  paid. 

Revenues  under  the  modified  accrual  basis  of  accounting  are  recognized 
when  measurable  and  available.  "Available"  means  the  revenue  will  be  received  soon 
enough  to  pay  liabilities  of  the  current  period. 

The  department  uses  the  accrual  basis  of  accounting  for  the  Internal  Service 
Funds.  Under  this  basis,  expenses  are  recognized  when  incurred  and  revenue  is 
recognized  when  earned. 

Basis  of  Presentation 

The  financial  schedules  were  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  The  financial  schedules  cover 
activity  of  all  units  of  the  department  except  as  disclosed  in  Note  4,  for  the  two  fiscal 
years  ended  June  30,  1988.  Accounts  are  organized  on  the  basis  of  funds  according 
to  state  law.   The  following  fund  types  are  used  by  the  department: 

41 


General  -  accounts  for  all  financial  resources  except  those  required  to  be 
accounted  for  in  another  fund. 

Special  Revenue  -  accounts  for  the  proceeds  of  specific  revenue  sources  that 
are  legally  restricted  to  expenditures  for  specified  purposes,  such  as  federal 
assistance,  Veterans'  Administration  reimbursement  and  related  expenditures 
for  Veterans'  care,  and  canteen  activity.  Legislative  appropriations  are  re- 
quired to  spend  from  this  fund  type. 

Internal  Service  -  accounts  for  the  financing  of  goods  or  services  provided  by 
the  prison  ranch  and  industrial  operations  at  the  Montana  State  Prison  to  other 
units  of  state  government  or  to  other  governmental  entities  on  a  cost 
reimbursed  basis.  The  ranch  and  industrial  operations  are  self-supporting 
programs  which  parallel  those  of  normal  business. 

Agency  -  accounts  for  assets  held  as  an  agent  by  the  department  for  others. 
The  major  items  accounted  for  in  this  fund  are  assets  held  by  the  state  as  an 
agent  for  the  residents.  A  legislative  appropriation  is  not  required  to  spend 
from  these  funds. 

2.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  statewide 
General  Fund  as  long  as  they  stay  within  their  appropriation  limits.  Thus,  on  an 
agency  basis  the  General  Fund  beginning  and  ending  fund  balance  will  always  be 
zero. 


3.  CASH  TRANSFER 

Several  state  agencies  may  record  activity  in  the  same  accounting  entity  within 
SBAS.  During  the  fiscal  year,  activity  for  each  agency  is  recorded  on  SEAS 
separately.  At  the  end  of  the  fiscal  year,  the  activity  for  all  the  agencies  using  the 
accounting  entity  is  combined  on  SBAS.  The  cash  transfer  as  presented  in  the 
Department's  Schedule  of  Changes  in  Fund  Balances  represents  earmarked  alcohol 
tax  moneys  collected  by  the  Department  of  Revenue. 

4.  CHANGE  IN  COMPOSITION  OF  THE  DEPARTMENT 

In  accordance  with  Chapter  609,  Laws  of  1987,  Pine  Hills  School  and 
Mountain  View  School  were  transferred  to  the  newly  established  Department  of 
Family  Services  on  July  1,  1987.  Their  financial  activity  is  not  included  in  these 
financial  schedules. 

Chapter  14,  enacted  by  the  June  1986  Special  Legislative  Session,  authorized 
the  sale  of  the  Montana  Youth  Treatment  Center,  previously  part  of  the  Department 


42 


of  Institutions.  Ownership  transferred  on  January  1,  1987  to  Rivendell  Inc.  for 
$3,378,000.  In  fiscal  year  1987  the  center  had  $228,869  in  revenue  and  $1,337,674 
in  expenses.  After  ownership  transferred,  the  department  continued  to  collect 
accounts  receivable  recorded  prior  to  the  sale.  At  June  30,  1988  the  outstanding 
receivable  balance  was  $38,897.  During  fiscal  year  1987-88,  the  department  also 
recorded  prior  year  adjustments  of  $56,169  and  revenue  of  $16,680,  resulting  in  net 
support  from  the  state's  General  Fund  of  $39,489.  This  activity  is  not  included  on 
the  face  of  the  financial  schedules. 

5.  COMPENSATORY  LEAVE 

Employees  at  the  department  accumulate  both  annual  and  sick  leave. 
Nonexempt  employees  accumulate  compensatory  leave.  Employees  are  paid  for 
100  percent  of  unused  annual  leave,  25  percent  of  unused  sick  leave,  and  100  percent 
of  unused  Fair  Labor  Standards  Act  leave  credits  upon  termination.  Accumulated 
unpaid  liabilities  for  leave  are  not  reflected  in  the  financial  schedules  of  the 
Department  of  Institutions.  Expenditures  for  termination  pay  currently  are  absorbed 
in  the  annual  operational  costs  of  the  department.  At  June  30,  1988,  the  department 
had  a  liability  $2,279,264  for  annual  leave,  $1,055,045  for  sick  leave,  and  $19,079  for 
Fair  Labor  Standards  Act  leave. 

6.  PENSION  PLAN 

Most  employees  are  covered  by  the  Montana  Public  Employees'  Retirement 
System  and  some  are  covered  by  the  Teachers'  Retirement  System.  The  department's 
total  contributions  to  these  plans  are  $2,232,097  for  fiscal  year  1986-87  and 
$2,273,819  for  fiscal  year  1987-88. 

7.  PHARMACEUTICAL  CONTRACT 

Effective  December  I,  1987,  the  Department  entered  into  a  pharmaceutical 
service  agreement  with  Health  Care  Service,  Inc.  (HPI).  The  agreement  gives  HPI  the 
right  and  obligation  to  be  exclusive  provider  of  pharmaceutical  services  for  Montana 
State  Hospital,  Montana  State  Prison,  Womens'  Correctional  Center,  Montana 
Developmental  Center,  Montana  Center  for  the  Aged,  and  Montana  Veterans'  Home. 

8.  PATIENT  TRUST  ACCOUNT  LAWSUIT 

Under  state  regulations,  income  sent  to  patients  from  Social  Security, 
insurance  companies,  and  other  private  sources  may  be  taken  from  patients'  accounts 
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to  reimburse  the  state  for  the  cost  of  care.  In  1976,  Montana  Legal  Services  filed  a 
class  action  suit  against  the  Department  of  Institutions  challenging  the  legality  of 
removing  these  funds  without  a  guardian's  permission.  The  District  Court  required 
Montana  State  Hospital  to  hold  contested  moneys  in  trust  pending  resolution  of  the 
suit.  The  status  of  the  two  groups  of  patient  trust  accounts  involved  in  the  lawsuit 
is  as  follows: 

1.  The  first  settlement  group  deals  with  49  decedent  accounts.  The 
principal  amounts  totalled  $80,638.86  as  of  June  30,  1988.  The  state 
will  not  be  granted  the  principal  because  a  claim  was  not  filed  before 
the  patient  had  been  dead  for  three  years.  For  any  decedent  with  no 
heirs  the  funds  will  escheat  to  the  Department  of  Revenue  along  with 
any  inheritance  tax  on  these  funds.  In  accordance  with  the  court 
order  dated  November  3,  1988,  the  Department  of  Institutions 
received  $58,261.90  of  accrued  interest  for  the  care  and  maintenance 
of  former  patients,  now  deceased,  while  their  benefits  were  being  held 
in  escrow.  This  amount  was  deposited  in  the  General  Fund  on 
November  30,  1988.  An  additional  $3,467.56  in  accrued  interest  was 
disbursed  for  attorney  fees  in  accordance  with  the  court  order, 

2.  The  second  group  consists  of  26  active  accounts,  of  which  all  but  15 
have  been  settled.  The  settlement  consists  of  $2,000  per  account  to 
be  used  for  a  prepaid  burial,  $800  going  to  each  patient  and  the 
balance  reverting  to  the  state's  General  Fund.  One  of  the  account 
owners  cannot  be  located,  so  the  money  from  this  account  will  escheat 
to  the  state. 

9.  ACLU  LAWSUIT 

The  American  Civil  Liberties  Union  (ACLU)  has  filed  a  lawsuit  against  the 
department  concerning  the  shortage  of  psychiatric  staff  at  the  Montana  State  Hospital 
(MSH).  The  suit  is  seeking  $15,000,000  in  punitive  damages.  The  Tort  Claims 
Division  of  the  Department  of  Administration  is  defending  MSH. 

10.  MEDICAID  CERTIFICATION 

Certain  institutions  operated  by  the  department  receive  reimbursements  for 
services  provided  to  residents  that  are  eligible  for  Medicaid.  An  institution  must  be 
in  substantial  compliance  with  each  of  the  Standards  of  Participation  established  by 
the  U.S.  Department  of  Health  and  Human  Services  to  receive  Medicaid 
reimbursement. 

The  Montana  Developmental  Center  (MDC)  did  not  meet  the  requirements  for 
Medicaid  certification  in  December  1988  and  was  given  120  days  to  remedy  the 
deficiencies  or  become  ineligible  to  receive  Medicaid  funds.  Decertification  would 
result  in  an  annual  loss  of  service  fee  revenues  of  approximately  $7,600,000  at  MDC. 
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DEPARTMENTS  RESPONSE 


DEPARTMENT  OF  INSTITUTIONS 


STAN  STEPHENS,  GOVERNOR 


STATE  OF  MONTANA' 


(406)  444-3930 


May    12,    1989 


1S39  IITH  AVENUE 


HELENA,  MONTANA  59620  1301 


RECEIVED 

Montana  legbi-ii..^  AuuiiOt 


ScoLt  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Station 
Helena,  MT   59620 

Mr.  Seacat: 

We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the  Legislative 
Auditor  for  the  Department  of  Institutions. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  responses  to  the  recommendations  are  attached. 

S  Liicereiy , 


LM,  Director 
t  of  Institutions 


Attachment 
CC/JC:lt 


■AN  EQUAL  OPPORTUNtTY  EMPLOyER" 


DEPARTMENT  OF  INSTITUTIONS 
AUDIT  RECOMMENDATION  RESPONSE 


RECXJMMENDATION  #1 

We  recomnend  the  department: 

A.  Document  its  General  Fund  expenditures  as  additional  state  matching 
funds  to  maximize  Medicaid  reimbursements. 

B.  Seek  reclassification  of  the  level  of  care  at  institutions  to  maximize 
Medicaid  reimbursements. 

C.  Work  with  SRS  personnel  to  recover  per  diem  costs  from  Medicaid  for  past 
services  to  the  extent  possible. 

RESPONSE :   Concur. 

A  and  C.  Effective  July  1,  1989,  the  department's  General  Fund  expenditures 
will  routinely  be  treated  as  state  matching  funds  for  purposes  of 
Medicaid  reimbursement.  The  department  will  work  with  SRS  to 
maximize  Medicaid  reimbursements  for  Fiscal  Years  87 ,  88  and  89 
through  the  documentation  and  treatment  of  General  Fund 
expenditures  incurred  in  those  years  as  State  matching  funds.  An 
attempt  will  be  made  to  complete  this  process  by  September  30, 
1989. 

B.  As  noted,  the  department  has  been  in  contact  with  SRS  to  obtain 
clarification  on  the  feasibility  of  reclassifying  the  Long  Term 
Care  Unit  at  the  Montana  State  Hospital  to  an  IMD  (Institution  for 
the  Mentally  Diseased).  The  department  will  make  a  formal  written 
request  to  SRS  for  reclassification  of  the  unit  at  MSH  to  an  IMD  by 
June  30,  1989. 


RECOMMENDATION  #2 

We  recoamend  the  department  iiif>l«iient  procedures  to  ensiore  all  billable 
services  provided  to  residents  are  entered  into  the  billing  system. 

RESPONSE :  Concur.  The  department  will  correct  this  deficiency  through  a 
combination  of  improved  procedures,  enforcement  and  management  follow  up.  A 
program  will  be  developed  within  the  department's  computer  system  which  will 
alert  management  if  a  predetermined  minimum  number  of  services  are  not 
reported  each  month.  In  addition,  other  health  care  facilities  will  be 
contacted  to  determine  their  methods  of  ensuring  all  services  are  reported. 
If  appropriate,  those  methods  will  be  incorporated.  Institutional  managers 
will  be  instructed  to  place  a  high  priority  on  ensuring  staff  complete  the 
necessary  tasks  to  report  all  services.  The  implementation  of  this  response 
should  be  completed  by  September  1,  1989. 
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RECOMMENDATION  #3 

We  reconmend  the  department  continue  the  use  of  recently  impleiiiented 
procedures  to  obtain  timely  reimbursement  frcm  all  payment  sources. 

RESPONSE :  Concur.  The  department  will  not  only  continue  the  use  of  recently 
implemented  procedures,  but  will  continue  to  make  the  billing  process  more 
effective. 


RECOMMENDATION  #4 

He  recoiiinend  the  department  analyze  the  econcanic  feasibility  of  establishing 
a  system  that  calculates  ancillary  service  fees  based  on  the  budgeted  cost  of 
services. 

RESPONSE :  Concur.  The  department  will  obtain  the  ancillary  service  fee 
schedule  from  several  health  care  providers  to  compare  the  rates  they  charge 
patients  against  those  rates  billed  by  the  State  for  similar  services.  A 
determination  will  then  be  made  as  to  the  cost  effectiveness  of  contracting 
with  an  independent  accounting  firm  to  develop  a  system  that  would  calculate 
ancillary  service  fees  based  on  the  budgeted  cost  of  services.  We  will 
attempt  to  complete  this  by  November  1,  1989. 


RECOMMEHDATICT<  »S 

We  reconmend  the  department: 

A.  Implement  procedures  to  verify  drug  charges  billed  by  the  contract 
pharmacy . 

B.  Ensure  physical  security  of  drugs  is  maintained. 
RESPONSE:   Concur. 

A.  The  department  has  implemented  procedures  to  verify  drug  charges  billed 
by  the  contractor.  The  procedures  which  have  been  implemented  will  be 
formalized  with  department  policy.  The  procedures  call  for  the  facility 
to  conduct  random  samples  of  drugs  received  on  each  cart  exchange  day, 
to  verify  the  amounts  recorded  in  those  random  samples  against  the 
detail  provided  with  the  invoice  and  also  against  the  patient's 
Medication  Dispensing  Record.  All  three  should  match,  or  have  an 
explanation  in  the  records  as  to  why  they  do  not.  This  policy  will  be 
written  and  in  place  by  September  1,  1989. 

B.  The  department  will  work  with  the  contractor  to  ensure  medication  carts 
are  maintained  and  in  good  condition.  In  addition,  the  contractor  will 
be  asked  to  explore  ways  to  make  the  locking  mechanisms  on  the  existing 
medication  carts  more  secure.  If  necessary,  the  contractor  will  be 
requested  to  replace  the  carts.  When  not  in  use,  all  medication  carts 
will  be  stored  in  locked  rooms.  The  locking  mechanisms  on  these  rooms 
will  be  inspected  to  ensure  proper  installation.  It  is  the  department's 
policy  that  the  areas  which  contain  the  "night  stock"  of  medications  be 
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locked  at  ail  times.    Steps  will  be  taken  to  ensure  this  policy  is 
followed. 


REOCTfffEWDATION  #6 

We  recomnend  the  department  establish  more  effective  internal  procedures  to 
ensure  compliance  with  sick  leave  laws  and  policies. 

RESPONSE:  Concur.  The  department  has  effective  internal  control  procedures 
outlined  in  policy,  however  in  the  examples  mentioned,  the  controls  were  not 
adhered  to.  To  correct  the  internal  control  deficiencies  noted,  the 
department  will  provide  inservice  training  to  supervisors  to  ensure  their 
understanding  of  sick  leave  policies.  In  addition,  employees  will  be  advised 
of  the  sick  leave  policy  during  their  pre-service  training.  Management  will 
take  a  more  active  role  in  enforcing  the  sick  leave  policy,  and  where 
necessary,  take  corrective  action  to  ensure  the  policy  is  being  followed. 

RECrMWMENDATION  #7 

We  reccxnnend  the  department  require  the  prison  to  in^)rove  procedures  to 
ensure  con5>liance  with  department  policy  regarding  time  sheet  authorization. 

RESPONSE:  Concur.  It  is  the  policy  of  the  Department  of  Institutions  that 
no  time  sheet  be  processed  unless  it  has  been  approved  and  signed  by 
appropriate  supervisory  personnel.  The  Warden  at  Montana  State  Prison  has 
already  taken  management  action  to  ensure  this  policy  is  followed.  In 
addition,  the  department  plans  to  meet  with  key  management  personnel  to 
clarify  and  place  emphasis  on  the  importance  of  following  and  enforcing  the 
department's  payroll  policy. 

RECCTOffiNDATION  «8 

We  reccnmend  the  department  establish  review  procedures  to  ensure  excess 
leave  credits  are  properly  removed  from  en5)loyee  payroll  records. 

RESPONSE:  Concur.  The  department's  accounting  supervisory  staff  will  ensure 
that  the  leave  liability  reports  are  reviewed  on  a  bi-weekly  basis  to  ensure 
that  adjustments  made  by  Central  Payroll  correspond  with  those  requested  by 
the  agency. 


RECX)MMENDATION  #9 

We  recommend  the  department  develop  internal  control  procedures  to  ensure 
that  inventory  information  is  accurate,  reliable,  and  properly  supported. 

RESPONSE :  Concur.  Changes  have  been  implemented  to  address  internal  control 
deficiencies  concerning  inventories.  The  daily  transaction  report  is  audited 
by  an  individual  who  is  not  involved  with  the  SIMS  on  a  daily  basiu.  The 
SIMS  program  has  been  modified  to  preclude  the  ability  to  modify  balances 
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without  specific  approval.   All  adjustments  to  inventory  balances  must  be 
justified  in  writing  and  signed  and  approved  by  the  Warehouse  Foreman. 


RECOMMENDATION  #10 

We  recomnend  the  department  develop  internal  control  procedures  to  provide 
adequate  segregation  of  duties  related  to  inventory  and  fixed  assets. 

RESPONSE :  Concur.  Currently,  segregation  of  duties  in  the  Warehouses  is 
sacrificed  when  assigned  staff  are  on  any  type  of  approved  leave.  The 
current  level  of  staffing  necessitates  one  person  performing  the  functions  of 
two  or  more  people  when  any  warehouse  personnel  are  on  leave.  To  correct 
this  deficiency  in  segregation  of  duties,  non-warehouse  staff  will  be  trained 
and  utilized,  when  necessary,  in  the  Warehouses  to  perform  the  duties  of 
those  personnel  on  approved  leave.  Relative  to  the  physical  inventory 
process,  where  necessary,  facilities  will  train  and  utilize  physical 
inventory  teams,  not  made  up  of  Warehouse  staff.  These  teams  will  be 
responsible  for  taking  physical  inventories  and  reporting  the  results  to  the 
Superintendent/Warden.  These  inventory  teams  will  be  trained  and  in  place  by 
June  30,  1989. 


RECX)MMENDATION  »11 

We  reconmend  the  department: 

A.  Provide  personnel  additional  training  in  state  property  accounting 
policies  and  implementation  of  these  policies. 

B.  Implement  procedures  to  facilitate  timely  recording  of  equijwjent  on  the 
prc^>erty  records. 

C.  Ensure  equipooent  is  tagged  as  required  by  state  policy. 

RESPONSE:   Concur. 

A.  The  department  will  work  with  the  Department  of  Administration's 
Professional  Development  Center  to  obtain  additional  training  for 
employees  in  PAMS.  We  will  request  the  training  be  tailored  to  the 
specific  needs  of  the  institutions. 

B  and  C.  It  is  department  policy  that  equipment  be  recorded  and  tagged  as 
required  by  state  policy.  The  department  will  place  additional 
emphasis  on  the  enforcement  of  this  policy.  In  addition,  effective 
immediately  supervisory  warehouse  personnel  will  spot  check 
equipment  after  it  is  received  to  ensure  it  has  been  properly 
recorded,  tagged,  and  is  located  in  the  area  reported  on  PAMS  or 
SIMS. 
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RECOMMENDATION  #12 

We  recomnend  the  department  in5)lenient  policies  and  procedures  to  strengthen 
access  controls  over  and  control  use  of  its  computer  system. 

RESPONSE :  Concur.  The  department  has  issued  a  directive  requiring  the 
notification  of  the  Information  Services  Bureau  when  an  employee  who  has 
access  to  the  computer  system  terminates.  In  addition,  the  department  will 
send  a  list  of  authorized  users  to  the  institutions  on  a  routine  basis  for 
reconciliation  and  update.  An  automated  program  has  been  developed  and 
implemented  which  automatically  changes  the  password  of  each  employee  who 
has  access  to  the  system  every  ninety  days.  The  department  will  develop 
policies  concerning  computer  security  and  use  of  the  computer  system.  These 
policies  will  be  in  place  by  October  1,  1989. 


RECXJMMENDATION  #13 

We  recomnend  the  department  establish  more  effective  procedures  to  safeguard 
cash  and  to  ensure  ccmpliance  with  state  laws  and  policies  regarding 
collections,  deposits,  and  nontreasury  cash  accounts. 

RESPONSE:  Concur.  All  units  of  the  department  have  been  instructed  to 
adhere  to  the  deposit  schedule  required  by  Section  17-6-105(6),  MCA.  At  a 
minimum,  deposits  will  be  made  when  coin  and  currency  exceeds  $100,  total 
receipts  exceed  $500,  or  at  least  weekly  if  the  other  conditions  are  not  met. 
In  addition,  collections  will  be  logged  daily  at  all  locations,  and  checks 
will  be  restrictively  endorsed  immediately  upon  receipt.  Checking  accounts 
will  be  reviewed  to  determine  the  feasibility  of  requiring  more  than  one 
signature  authorization  by  June  30,  1989. 


RECCTPtENDATION  #14 

We  reccMmend  the  department  adequately  segregate  duties  of  personnel 
responsible  for  resident  accounts. 

RESPONSE:  Concur.  The  department  will  analyze  the  resident  account 
procedures  at  SRFC  and  MDC  to  determine  the  best  method  of  segregating,  to 
the  extent  feasible,  the  recordkeeping,  authorization,  operations  and 
custodianship  functions  by  June  30,  1989. 


RECOMMENDATION  #15 

We  reconmend  the  department  provide  training  to  management  personnel  to 
iii5)rove  their  understanding  of  internal  control  systems  and  knowledge  of 
related  state  laws  and  policies. 

RESPONSE:  Concur.  The  department  will  work  with  the  Department  of 
Administration's  Professional  Development  Center  to  provide  training  on 
internal  control  systems.  We  will  request  this  training  be  specifically 
tailored  to  meet  the  needs  of  the  institutions.  In  addition,  the  department 
will  develop  an  internal  control  "checklist"  which  institution  and  central 
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office  staff  can  use  as  a  reference  in  reviewing  their  internal  control 
systems  and  procedures. 


RECOMMENDATION  #16 

We  reconmend  the  department: 

A.    Conply  with  state  law  regarding  medical  research  investigations  for  the 
mentally  ill;  or 


B. 


Seek  legislation  to  rranove  the  requirement  from  state  law. 


RESPONSE:  Concur.  A  strict  interpretation  of  the  law  seems  to  indicate  its 
intent  to  be  scientific  investigations  of  a  medical  or  clinical  nature  rather 
than  statistical  research  investigations.  It  is  unlikely  the  department  will 
be  m  a  position  to  conduct  this  type  of  medical  research  investigation,  and 
therefore,  will  seek  legislation  to  remove  the  reguirement  from  state  law. 

RECOMMENDATION  #17 

He  reconmend  the  department  draw  VA  funds  more  frequently  to  alleviate  cash 
flow  problems  at  MVH. 

RESPONSE:  Concur.  The  Montana  Veteran's  Home  is  now  drawing  VA  funds  on  a 
monthly  basis. 


RECCTQ4ENDATION  #18 

Ke  reconmend  the  department  ensure  non-general  fund  money  is  spent  before 
general  fund  money  to  the  extent  possible,  as  required  by  state  law. 

RESPONSE:  Concur.  The  department  will  carefully  monitor  non-general  fund 
accounts  on  a  monthly  basis  to  ensure  the  money  in  those  accounts  is  spent 
prior  to  General  Fund  money. 


RECOMMENDATION  #19 

We  reconmend  department  accounting  personnel  follow  the  object  of  expenditure 
listing  in  the  Montana  Operations  Manual  to  ensure  expenditure  transactions 
are  properly  coded. 

RESPONSE:  Concur.  Department  accounting  personnel  will  carefully  review  the 
ICC  Index  in  the  Montana  Operations  Manual  on  an  ongoing  basis  to  ensure  the 
appropriate  object  of  expenditure  is  assigned  when  encoding  an  expenditure 
transaction.  In  addition,  month  end  and  fiscal  year  end  SBAS  reports  will  be 
thoroughly  reviewed  so  that  any  errors  can  be  detected  and  corrective  action 
taken  in  a  timely  manner. 
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RECOMMENDATION  #20 

We  recofnnend  the  department  develop  more  effective  procedures  to  ensure: 

A.  Year-end  accruals  are  adequately  reviewed  for  accuracy;  and 

B.  Revenues  and  expenditures  are  properly  recognized  and  recorded  in  a 
timely  manner  in  the  appropriate  fiscal  year. 

RESPONSE:   Concur. 

A.  The  department's  accounting  supervisorY  staff  will  carefuiiy  review  all 
accruals  at  fiscal  year  end  to  ensure  their  appropriateness  and 
accuracy.  In  addition,  accounts  payable  files  will  be  reviewed  on  an 
ongoing  basis  to  ensure  all  invoices  are  either  processed  in  a  timely 
manner,  or  if  necessary  accrued. 

B.  Effective  July  1,  1989,  the  department  will  receive  only  federal 
Medicaid  reimbursement  from  the  Department  of  Social  and  Rehabilitation 
Services.  The  department's  General  Fund  expenditures  will  be  treated  as 
the  necessary  state  match  to  the  Medicaid  funds.  In  addition,  effective 
July  1,  1989,  the  department  will  no  longer  record  Medicaid 
reimbursement  as  revenue,  but  instead,  will  record  it  as  "transfers  in". 

In  fiscal  year  1988  the  Montana  Veteran's  Home  began  recording  the  final 
quarter  of  each  years  Veteran's  Administration  reimbursement  as  accrued 
revenue  as  opposed  to  deferred  revenue.  The  MVH,  therefore,  is  now 
recording  revenue  when  it  becomes  measurable  and  available  in  the  fiscal 
year  it  is  earned,  as  required  by  state  policy. 

The  Montana  State  Prison  Ranch  will  record  the  total  sales  amount  for 
milk  as  revenue.  The  expenses  associated  with  hauling,  marketing,  dairy 
products  commission,  national  promotion  board  fees,  commodity  credit 
assessment,  and  supplies  will  be  recorded  as  expenditures,  and  not  as  a 
reduction  to  revenue. 


RECOMMENDATION  #21 

We  recoinnend  the  department  reclassify  the  Internal  Service  Funds  which  sell 
goods  to  non-governmental  entities  as  Enterprise  Funds. 

RESPONSE:  Concur.  The  department  will  review  the  Internal  Service  Funds  and 
reclassify  those  which  record  sales  to  non-governmental  entities  as 
Enterprise  Funds.   This  review  will  be  completed  by  July  1,  1989. 

RECOMMENDATION  #22 

We  recomnend  the  department  provide  training  and  technical  assistance  to 
accounting  personnel  to  ensure  COT?)liance  with  state  accounting  laws  and 
policies. 
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RESPONSE:  Concur.  The  department  will  work  with  the  Department  of 
Administration's  Professional  Development  Center  to  schedule  additional 
training  to  department  accounting  personnel  in  state  accounting  laws  and 
policies.  The  department  will  also  request  the  PDC  to  expand  its  standard 
curriculum  to  include  more  technical  training  in  the  areas  of  state 
accounting  policy,  procedures  and  laws.  In  addition,  the  department  is 
developing  an  enhanced  internal  control  policy  and  checklist,  and  an  On  Line 
Entry  and  Edit  policy  to  aid  staff  in  correcting  internal  control 
deficiencies.  Central  Office  staff  will  spend  more  time  at  the  institutions 
providing  technical  assistance  and  evaluating  the  operations  of  the  business 
offices. 
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